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The Singer Client Accounting System.
Created by professional accountants for profes
sional accountants.
You get a system that does everything you want a
client accounting system to do—without having to hire
data processing people to do it.
You get a system that displays all entries on a
TV-like screen at your desk, so you can make all journal
entries, and totally control all client procedures from
original input through trial balance, general ledgers,
financial statements, supporting schedules, and payroll
reporting.
You get a system that does more than maintain
general ledgers. It also includes a comprehensive
depreciation system, an amortization schedule ability,
and a professional time-reporting program library.
You get a system that uses no cumbersome paper
tape, punch cards, or cassettes. All programs and client

files are on-line all the time.
You get a system that maintains confidentiality.
All the data remains in your office, all the time.
You get a system that puts the lid on soaring
clerical and bookkeeping costs. Because it eliminates
endless handling and clerical routines.

Best of all, you get a system that is ready for
immediate delivery: up and running in 30 days.
You get this and a lot, lot more.

But isn’t that always the case when you call in a
professional accountant?
For the complete story on the Singer Client
Accounting data processing system—and reports on how
accounting firms across the country are now profiting
from it—call your local Singer Business Machines
representative. Or write: The Singer Company, Business
Machines Division, 30 Rockefeller Plaza, N.Y., N.Y. 10020.

ASK AN ACCOUNTANT
TO DESIGN A CLIENT
ACCOUNTING SYSTEM
AND THIS IS
WHAT YOU GET:
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Write-Up Service: An Asset or a Liability to
a CPA Firm?

Gertrude F. Iverson, CPA

The author examines the pros and cons of
write-up services and gives helpful hints
on making a profit on such services.

There has been an awakening in the ac
counting profession — a change in at
titude that began in the mid-sixties and
gained such momentum that by April,
1975, virtually every Certified Public Ac
countant was touched by it.
In the early sixties, small businesses
began to be more sophisticated in their
approach to accounting records because
of the complexity of the tax laws and be
cause third party financing was more fre
quently needed. It was apparent that
CPAs were becoming increasingly in
volved in engagements for accounting
services, particularly write-up services,
and the preparation of unaudited finan
cial statements. These are distinguished
from examinations of financial statements
in accordance with generally accepted au
diting standards.
Among CPAs there were mixed feelings
about these engagements.
Large CPA firms usually regarded
write-up work as menial services that
were completely out of the realm of a CPA
firm. Other CPA firms that were not con
cerned with the standards of the profes
sion used write-up services as a mill to
produce financial statements on a volume
basis with little regard to the reliability of

Gertrude F. Iverson, CPA, is a partner in the
CPA firm of Trahan, Kernion & Derbes in
Metairie, Louisiana. She is a member of the
AICPA, the Louisiana Society of CPAs,
AWSCPA, and a past president of the New
Orleans Chapter of ASWA.

the final product. Sole practitioners usu Auditing Standards #1 (SAS #1) was is
ally accepted every write-up account they sued, it was hoped that finally guidelines
could get, but many acted defensively in would be set down by the profession in
the area of unaudited financial statements
doing so.
For many years the profession was si and those restricted to internal use. SAS
lent in this area, though there was grow #1 clarified many grey areas of auditing
ing concern about the degree of responsi standards and procedures, but added
bility that the CPA was assuming in pre nothing to what had already been pub
paring unaudited financial statements. lished in SAP #38.
This caused such consternation among
Then, in September, 1967, in an attempt
to clarify the CPA's position, Statement CPAs attempting to avoid the pitfalls of
on Auditing Procedures #38 (SAP #38) 1136 Tenants that, for self-protection, pro
was issued. SAP #38 clearly stated that cedures used were from the one extreme
"the statements are representations of of just copying the financial statement di
management and the fairness of their rep rectly from the client's general ledger
resentation is management's responsibil without applying any procedures that
could be construed to be auditing proce
ity."
SAP #38 did more; it created a third dures, to the other extreme of applying all
class of financial statement: the unaudited auditing procedures, but disclaiming an
financial statement restricted to internal opinion on the financial statements.
Because of the lack of guidelines, many
use.
While SAP #38 seemingly absolved the CPA firms refused to accept engagements
CPA from responsibility in the prepara to prepare unaudited financial state
tion of unaudited financial statements, ments. However, many others would
the public and the courts were not in have literally been out of business if they
agreement with the profession, as was had not accepted these engagements.
Finally, in April, 1975, the Auditing
evidenced by the verdict in the 1136 Ten
ants case. Again, practitioners were Standards Division of the American Insti
tute of Certified Public Accountants is
greatly concerned.
In November, 1972, when Statement on sued the Guide for Engagements of CPAs
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to Prepare Unaudited Financial State
ments (the Guide).
No longer was the question whether or
not these accounting services were within
the realm of a CPA practice but, rather,
whether these services are an asset or a
liability to a CPA firm.
The answer to this depends on the indi
vidual CPA firm and its approach to these
services. With proper planning a practice
of write-up services can be turned into a
great asset to a CPA firm.
The first step is a learning process for
CPAs. First, they must develop an at
titude of respect and appreciation for
these services, recognizing them for what
they are: services to clients. Secondly,
they must learn the disclosure require
ments as stated in SAS #1 and more spe
cifically defined in the Guide. Thirdly,
they must learn to use every means avail
able to make this operation economically
successful.

Developing the Proper Attitude
The client that requires write-up services
by a CPA firm is different from the audit
client. The client's organization is usually
such that the only internal control is the
owner's direct involvement in every
phase of the business. Frequently, he or
she has little knowledge in the area of
analyzing a financial statement and suc
cess or failure is measured by the bank
balance. The source documents that are
the basis of the financial statements are
usually prepared by a secretary or a clerk
whose knowledge and understanding of
accounting principles are limited to writ
ing checks and making bank deposits.
In a situation like this, the CPA would
maintain the client's records.
If the client has a bookkeeper in the
organization, the CPA would function in
a capacity similar to that of a controller.
In either case the client depends on the
CPA for basic business information to
make the decisions that are necessary on a
day-to-day basis.
Communication is a most important
factor in a practice of write-up services.
Small clients are usually aware of their
lack of accounting knowledge. They need
someone to interpret the many forms and
inquiries that come to them, because they
are not knowledgeable enough in this area
to discern what is important and what is
unimportant. They must have the security
of having an advisor as close as the tele
phone. The CPA must answer all com
munications because, while they may
seem to be elementary to a CPA, the prob
lems are very real to non-accountants.
The clients must be made to feel that
they are respected and that the CPA is
truly concerned for their welfare. They
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will not tolerate a bored or patronizing
attitude. The CPA must have the patience
and disposition for this every-day con
tact.

Disclosure Requirements
Once this attitude is developed, the CPA
must be aware that he or she will probably
be in the position of having to advise the
client as to what services are required.
Therefore, the CPA must be adept in the
area of accounting services as well as in all
other areas of the accounting profession.
In an engagement for write-up services,
the final product is usually an unaudited
financial statement restricted to internal
use. Section 516.05 of SAS #1 is the au
thority on disclosure requirements for in
ternal use statements. It states:
“A certified public accountant may
be retained by his [sic] client to per
form routine bookkeeping services
or to prepare financial statements
for the client's internal use only,
possibly on a monthly or quarterly
basis. For such statements, it might
not be necessary to include all foot
notes or other disclosures that
might otherwise be desirable.
Under these circumstances, the ac
countant should add to the dis
claimer of opinion a sentence to the
effect that the financial statements
are restricted to internal use by the
client and therefore do not necessar
ily include all disclosures that might
be required for a fair presentation in
conformity with generally accepted
accounting principles.''
The Guide more emphatically inter
prets Sec. 516.05.
It recognizes that some of the disclo
sures required for presentation of a finan
cial statement in conformity with gener
ally accepted accounting principles
(GAAP) including the statement of
changes in financial position, are not im
portant to management and can be omit
ted from internal use statements. In order
to know which disclosures can be omit
ted, the CPA must determine the in
tended use of the statements.
It must be remembered however, that
the CPA is not relieved of responsibility
to exercise professional skill and care in
performing these services since they are
performed in a professional capacity.
Therefore, if there are any violations or
departures from GAAP, other than as to
disclosures, the CPA is required to set
forth any reservations in the report just as
if it had been prepared for general use.
In issuing the internal use statement,
the CPA must be sure that each page is
marked "Unaudited. — Restricted to In
ternal Use" and that the proper disclaimer

of opinion accompanies it.
When the internal use statements are in
conformity with GAAP, except as to dis
closures, the following wording should be
used in the CPA's report:
"The accompanying balance sheet
of X Company as of December 31,
19XX, and the related statements of
income and retained earnings for
the year then ended were not au
dited by us and accordingly we do
not express an opinion on them.
These financial statements are in
complete presentations because
they do not include all the disclo
sures required by generally ac
cepted accounting principles, in
cluding a statement of changes in
financial position; they should not
be used by anyone who is not a
member of the company's man
agement."
Obviously, for statements issued
monthly or quarterly, the date and the
period stated would change. However, it
is recommended that the wording not be
changed because, if it is, the CPA may
find that he or she has assumed more re
sponsibility than was intended.
Internal-use statements are restricted to
management's use only. If there is reason
to believe that management intends to
distribute the report to third parties, the
CPA must insist that it include all disclo
sures, adequately.
After it has been determined what ser
vices are required, the CPA should pre
pare an engagement letter. The engage
ment letter should, among other things,
be very specific about the services to be
provided. In order to avoid misun
derstandings, it should state the nature
and limitations of the services, that these
services do not constitute an audit and
that an opinion on the fairness of presen
tation will not be rendered. It is most im
portant that the client have a full under
standing of these facts because cases have
resulted from the client not understand
ing the accounting terminology, and the
courts seem to have the attitude that the
client's ignorance is an acceptable excuse.

Economic Success
Now that the proper attitude has been
adopted and the knowledge of required
disclosures has been acquired, the CPA
firm is ready for the onrush of clients.
It is not that simple. A practice of ac
counting services must be developed just
as an audit or tax practice is developed:
with planning and foresight.
All of the technical knowledge will be of
no benefit if the CPA firm cannot inte
grate the service into its practice so that it
(Continued on page 31)

The FASB and the Currency
Translation Bungle
Dr. Irving L. Fantl, CPA, is Professor of
Accounting at Florida International
University. He has served on the faculty of
Baruch College, Rider College, The Wharton
School and Seton Hall University.
Dr. Fantl receivedhisB.A. degree from the
University of Pennsylvania and his Ph.D.
from New York University. He has
contributed articles to several periodicals on
various aspects of international accounting
and has been instrumental in establishing
courses on that subject at a number of
universities. He is a member of the American
Accounting Association, the American
Institute of CPAs, and the National
Association of Accountants.

Dr. Irving L. Fantl, CPA
The author discusses the implications of
the FASB's exposure draft on foreign cur
rency translations.

The Financial Accounting Standards
Board (FASB) has issued an exposure draft
on "Accounting for the Translation of
Foreign Currency Transactions and
Foreign Currency Financial Statements."
The very first sentence of this draft asserts
that "the expansion of international busi
ness activities . . . and the acceptability in
practice of significantly different methods
of accounting have highlighted the prob
lems relative to foreign currency transla
tion." The introduction further recog
nizes that there are two types of transac
tion affecting translation of foreign cur
rency amounts: the one in which pur
chase or sale of goods or services on credit
involve prices stated in foreign currency
and the other in which foreign operations
involve assets, liabilities, revenues and
expenses measured in foreign currencies.
In the first instance receivables or pay
ables will involve a conversion from one
currency to the other in settlement of the
account within a short period of time. In
the second example most of the items will
be retained in local currency, only requir
ing conversion when transfers are made
from the operating affiliate to one using a
different currency.
From these assertions it might be as
sumed that the FASB recognizes the es
sential difference between trading opera
tions and the foreign direct investment
function. The Board further appears to
recognize this variance by defending the

two-transaction method of currency trans
lation. Under this concept, the gain or loss
of a transaction is recognized at the trans
action date, translated at the rate then
existing. If settlement of the receivable or
payable arising from the transaction is
settled at a time when a different rate of
exchange applies, any translation gain or
loss from holding the account to the date
of settlement will reflect an additional
translation gain or loss. In relation to
short-term activities this facilitates re
porting transaction impacts at the transac
tion date without the need to wait for ac
count settlement to reflect losses or gains.
This concept functions admirably when
applied to short-term transactions. Such
activities were the most prevalent form of
foreign operations when the earliest rul
ings on currency translation were pro
nounced. But there has been a shift in
emphasis from trading to direct invest
ment in foreign operations. This entails a
need to reevaluate the accounting ap
proach to foreign currency translation for
purposes of consolidation; however, the
FASB persists in considering the recently
expanding capital investment process in
the same light as the import export type of
operation. The irrefutable reality is that
capital invested abroad will not be con
verted into dollars at the imminent con
clusion of a buy or sell transaction. Such
capital is invested in foreign countries in
order to earn foreign currency. It cannot

be compared with a two-transaction
short-term contract. Like any other corpo
rate entity, the life of the foreign sub
sidiary is indefinite and its value must be
founded not on historical cost in dollars
but on its future earning capacity in what
ever currency its earnings will be de
nominated.
Approached from a different view, if
the two-transaction method is applied to
fixed assets, then net book value can be
considered as the present discounted
value of future earnings of that asset. An
alteration in exchange rate between the
reporting currency and the foreign cur
rency must alter that earning capacity in
terms of the reporting currency although
it would remain the same in the foreign
currency (ignoring price-level changes).
Or perhaps the crucial question should
be: does historical value mean original
cost in terms of the reporting currency or
original cost in the currency of the country
in which the asset is located, is function
ing and is intended to generate revenue?
There is no question that the income so
generated will be denominated in the cur
rency of the host country and, if it is trans
ferred to the parent country, will be trans
ferred at the exchange rate in existence at
the date of transfer, not at the rate existing
at the time the asset was acquired.
Therefore, no matter how interpreted,
translating fixed assets at historical rates
is a distortion of reality perpetrated in the
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mistaken belief that it conforms with
GAAP. While our business enterprises,
whose statements we are interpreting,
have become global in their perspective,
we — the interpreters — have grown more
narrow and provincial in our outlook. The
inevitable result must be reports that are
irrelevant.
In a defense of the temporal method
advocated by the FASB, Leonard Lorenson, author of this technique, reveals the
fallacious basis on which his reasoning is
founded (J of A, Dec. 1974, p. 100). He
wants us to believe that a foreign sub
sidiary “will, in the future buy only a very
small percentage of the . . . goods for sale
in a foreign country . . . and is therefore
not interested in the general purchasing
power of the money unit of the foreign
country.” Apparently Mr. Lorenson
chooses to ignore the fact that the foreign
subsidiary must draw its work force from
the local labor market, must purchase a
great portion of its supplies and even raw
materials and semi-finished components
locally and, generally, is interested in sell
ing its products to local consumers. Addi
tionally, multinational firms are increas
ingly depending on local money markets
for capital expansion. We cannot shut our
eyes to these realities and hope to emerge
with an equitable solution to the currency
translation problem.
A good example of this weakness of
reasoning is found in portions of the
FASB exposure draft on the subject. Be
fore examining this item it is advisable to
establish the importance of the income
statement as a guide to investors in pref
erence to the balance sheet. All knowl
edgeable analysts recognize that LIFO in
ventory valuation, which is becoming
ever more prevalent, has robbed the bal
ance sheet of its claim to validity. It is also
widely recognized that the historical cost
basis for valuing fixed assets does not re
flect fairly a company's worth. These
weaknesses have caused greater reliance
to be placed on the income statement as a
measure of corporate strength. And yet
the FASB persists in its preoccupation
with balance sheet aspects of translation
in preference to income statement impli
cations of the subject.
In its presentation, the FASB has
examined various approaches to currency
translation. One of these, the situational
approach, would grant to the accountant a
certain amount of discretion to select the
method best suited to the specific condi
tions prevailing in relation to this client's
foreign operations. When they finally
turned to examine this approach the au
thors of the exposure draft apparently
panicked. For the situational approach
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would permit the accountant to exercise
judgment which seems to run contrary to
the philosophy of the FASB.
The argument evoked in paragraph 106
of this exposure draft is so completely fal
lacious as to expose a strong prejudice on
the part of the Board. At no point in the
prior discussion was reference to “current
dollar equivalent value" mentioned.
Surely this concept should be applied to
all solutions if it is applied to any one.
However, an assumption of application of
replacement value theory is completely ir
relevant in this exposure draft. Nor is the
relationship between an asset and a liabil
ity which generated the funds to acquire
the asset a realistic reporting concept. It
may be possible that the gain from a liabil
ity held through a currency devaluation
exactly offsets the loss in value of the as
set, but this coincidence is too far-fetched
to be considered. To discard the situa
tional approach on such patently con
trived grounds is highly irregular. If we
concede that accounting must be relevant
to the conditions it attempts to reflect,
then a “situational approach" is the only
way to handle any problem. Any other
manner of reporting must produce a
non-sequitur.
A more valid way of interpreting the
information used in paragraph 106 might
be explained as follows: A U.S. corpora
tion (call it Parking Lots, Inc.) acquires
land in London on which it expects to earn
10 percent for the next 20 years as a park
ing lot. The year is 1960 and the exchange
rate is 1 = $2.80. Annual income is calcu
lated at £ 10,000 per year which will be
translated into $28,000, all of which will
be transferred to the U.S. parent. The
purchase price for the land is £ 85,140 or
$238,392, the discounted value at 10 per
cent of the 20 years' earnings. Total re
ceipts are expected to aggregate £ 200,000
or $560,000. The British calculations prove
to be correct. However, in 1970, after 10
years of operation, the pound sterling is
devalued so that £1 = $2.40. At this
point, although the British income con
tinues at £ 10,000 per year, the U.S. return
is now only $24,000 per year. The central
question is whether carrying the land at
$238,392 is a proper reflection of reality or
whether it should be reduced to $204,336
(85,140 x 2.40) to reflect the real earning
power of the investment.
Perhaps a more vivid illustration would
be created if, assuming that the land will
be worthless at the end of 20 years, the
cost is written off as a percentage of reve
nue for depletion purposes each year. In
that case, at the end of 20 years the in
vestment would be completely amortized
on the British books. At the time of the

devaluation of the pound, the discounted
value of remaining earnings at £ 10,000
per year would be worth, at a 10 percent
return, £ 61,450. This would translate to
$172,060 at the historical rate of return.
But the present value of a $24,000 per year
flow at 10 percent return should be only
$147,480. That is, the devaluation would
have caused a reduction in present value
in dollars of $24,580.
Viewed in another light, the return of
$24,000 per year on an investment with a
value of $172,060 would be the equivalent
of 6.588 percent per annum return on in
vestment, a drop of 3.412 percent from the
originally anticipated 10 percent dollar in
come. This reduction, whether in dis
counted value of the asset or in revenue
rate of return on investment, constitutes a
loss in earning power and consequently a
loss in asset value. The cause of this reduc
tion in value stems directly from the de
valuation process and, therefore, the tim
ing of the loss should be reflected by re
ducing the dollar book value of the asset
when the devaluation occurs. Any defer
ral of such a loss by retaining historical
dollar value and recording income at 6.588
percent instead of 10 percent for the ensu
ing ten years beclouds the facts of the
case. In effect, this procedure merely de
fers the exchange loss, spreading it over
the remaining useful life of the asset. Such
a posture was rejected when the APB ex
posure draft on foreign exchange losses
was allowed to lapse.
Obviously, the individuals who de
vised the argument presented in para
graph 106 had not thought out their prop
osition carefully. It has no more validity
than trying to add apples and oranges, for
we are not discussing replacement value
accounting at this point but merely exam
ining whether historical value should be
maintained in one currency or the other.
Within our limited knowledge it is im
possible to determine the true future earn
ings capacity of any asset. Only
economists can contemplate such theoret
ical verities. We accountants must func
tion within the limits of facts related to the
past and the present. But this should not
limit our understanding that an asset is
going to generate future earnings in the
currency of the country in which its pro
duction will be sold and that such earn
ings will be related to future conditions
and not to conditions existing in the past.
Unlike the import/export situation in
which the transaction has already oc
curred, direct investment in foreign oper
ations has not realized revenue or expense
at a particular point in time. Transactions
from which these assets will generate
(Continued on page 30)

Accounting Principles, Circa 1776

Dr. Philip E. Meyer, CPA, is Associate
Professor and Chairman of the Department
of Accounting at Boston University. He
earned a master's degree at The Ohio State
University and baccalaureate and doctoral
degrees at the University of Maryland. He
previously taught at the University of
Maryland.
Dr. Meyer is active in several professional
societies at the state and national levels. He
has authored articles in a variety of
professional and scholarly journals,
including The Accounting Review,
Abacus, and the Journal of Accounting
Research. His current research interests
focus primarily upon the financial reporting
environment with emphasis on the
conceptual foundations of the traditional
accounting model.

Dr. Philip E. Meyer, CPA
Boston, Massachusetts
In line with the Bicentennial Celebration
the author reveals the recently discovered
minutes of an early discussion of account
ing principles. The article is adapted from
an article appearing in the JanuaryFebruary 1975 issue of the Massachusetts
CPA Review and is reprinted with the
permission of that journal.

A recent discovery of documents, yet to be
authenticated but tentatively known as
the Charles River Scrolls, indicates that
while the founding fathers may have been
concerned with life, liberty, and pursuit
of happiness, another group of founders
may have addressed themselves to the
matter of accounting principles. It seems
that subsequent to the drafting of a certain
well-known Declaration, there was a de
bate regarding the basic concepts and
conventions of accounting. At the risk of
being sacrilegious, excerpts from the
minutes of one such historic session are
presented below as a public service to
readers whose interest in accounting
principles is usually restricted to contem
porary developments in accounting
theory and practice.

Elizabeth:

Ann:

Catherine:

Ann:

“As far as inventory is con
cerned, I say we should
allow both FIFO and
LIFO."
“But by sanctioning LIFO,
we would be permitting
tea leaves left over from the
Boston Tea Party to be car
ried in twentieth century
balance sheets at 1773
prices!”
“Of course we would. We
simply justify it on
grounds of conservatism.
In fact we'll justify the
lower-of-cost-or-market
rule on the basis of conser
vatism as well.”
“You're a fine one to advo
cate conservatism; we all
thought you were a real au
thentic liberal.”

Margaret:

Elizabeth:

Catherine:

Margaret:

“Speaking of the Tea Par
ty, should we regard the
loss of tea as being an or
dinary or extraordinary
loss?”
“And whatever way you
go, will it be disclosed on a
net of tax basis?”
"Now that you mention
such unheard of things as
taxes, why not also require
footnote disclosure of the
social cost effect of pollut
ing Boston harbor?”
“What's this I hear about
footnotes? Did we attach
any footnotes to the Decla
ration of Independence?
No siree; anything worth
mentioning we include in
the body of the state
ment.”
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Mary:

Elizabeth:

Ann:

Catherine:

Margaret:

Catherine:

Margaret:

Ann:

"Back to the central point,
all this chatter about FIFO
and LIFO, you know, as
sumes that the cost basis of
accounting will remain
supreme. Are we truly
prepared to burden future
generations with such a
convention?"
"I happen to think the his
torical cost basis is very
important because if, for
no other reason, the word
'historical' will cause accountants forever and ever
to be reminded of the im
portance of us, their histor
ical roots."
"Why would anyone not
be content with the cost
basis anyway?"
"It is possible that in fu
ture generations, the cur
rent values of assets might
differ significantly from
their original cost."
"We could always intro
duce depreciation proce
dures to take care of that.
Take, for instance, Faneuil
Hall, which dates back
some thirty odd years to
1742. You could estimate a
useful economic life of 50
or 60 years and thereby re
duce its net carrying value
on subsequent balance
sheets."
"But suppose your esti
mate is wrong. Just sup
pose Faneuil Hall, or even
the State House which was
built back in 1713, were to
survive their estimated
useful lives, and even be
used in the very, very dis
tant future such as the
nineteenth or twentieth
centuries, what happens
then to your depreciation
accounting?"
"We could call such a situa
tion a change in account
ing estimate and concern
ourselves only with its
prospective effect by de
preciating lesser amounts
once we determine its life
is going to be longer than
our original expectations."
"Not to mention that de
preciation would apply
only to resources ex
periencing obsolescence or
physical deterioration.
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Mary:

Elizabeth:

Catherine:

Ann:

Margaret:

Mary:

What about the decline in
value of natural resources
such as a well-known
cherry tree? Are any of us
prepared to play with a hot
potato like depletion ac
counting?"
"Forget the isolated cases
of depreciable and deplet
able assets. What rele
vance does historical cost
have in a period of infla
tion?"
"No, Mary, I think we can
assume away inflation on
the basis of being immate
rial. This is the New
World; there's no way too
many dollars would ever
be chasing too few goods.
We've got all the natural
resources we need for cen
turies and centuries."
"Since we're talking about
rules that would be
applied many years down
the road, let me raise this
question. I've got some
plans for us to go out and
annex some property
which would become
known as Louisiana. How
would such a combination
be accounted for? And
based on your answer,
recognize that it would be
referred to by all future ac
countants as either the
Louisiana Purchase or the
Louisiana Pooling of In
terests!"
"And would the account
ing be affected by whether
the acquired entity be
comes a state or whether it
remains a self-contained
territory?"
"I think we should adopt a
method whereby the in
vestor's equity in changes
in the investee's net worth
be accounted for whether
or not there is consolida
tion. In fact, such an ap
proach might just be called
the equity method."
"But suppose such af
filiated entities are half
way around the world
where they have different
currency and an unusual
political environment. We
would have to translate the
financial data into their
dollar equivalent. It would

Elizabeth:

Catherine:

Ann:
Catherine:

Elizabeth:

Catherine:

Elizabeth:

Catherine:
Ann:

Catherine:

Ann:

be very difficult to do this
if there were to be fluctua
tions in currency exchange
rates, not to mention major
devaluations."
"Are these problems any
different from those result
ing from arm's length
transactions with foreign
enterprises like when an
American owes or is owed
money payable in foreign
currency?"
"Not to change the subject
ladies but consider for a
moment whether persons
practicing as accountants
should be certified."
"By whom?"
"Perhaps by the state,
perhaps by a panel of
peers."
"On what basis would
such licensing be grant
ed?"
"How about a combina
tion
of
educational
background, field experi
ence, and a rigorous writ
ten examination?"
"If we go about this in the
right way, accountants
might even be considered
to be members of a profes
sion."
"Just like doctors and
lawyers."
"They might even be enti
tled to a confidential rela
tionship with clients
which could become
meaningful in a court
room."
"Speaking of courts,
wouldn't they also be
susceptible to malpractice
suits?”
"In theory you're abso
lutely right, but in practice
it'll never happen. Believe
me, I have prophetic vi
sion. . .

Financial
Statements
Comparability Means To Have Like Things Reported Alike —
Trueblood Commission Report

Dr. Clara C. Lelievre, CPA
University of Cincinnati
Cincinnati, Ohio

Accountants have long stressed the im
portance of comparability. Six of the
twelve objectives listed by the Study
Group on the Objectives of Financial
Statements (The Trueblood Commission
Report) emphasizes that financial state
ments must be useful in the process of
predicting, comparing, and evaluating fu
ture earnings and cash flows. Current
published financial statements fall short
in fulfilling these objectives. This column
examines the 1974 financial statements of
the big-four automobile manufacturers.
Certain specific accounting practices and
policies, all Generally Accepted Account
ing Principles (GAAP), are compared.
Comparability is weakened when prac
tices vary significantly among companies
in the same industry.
American Motors (AM) operates on a
September 30 fiscal year, with Ford,
Chrysler and General Motors (GM) report
ing on the calendar year. Three different
auditing firms audit the statements. All
four companies received an unqualified
report with the standard phrase that the
statements "fairly present" in accordance
with GAAP. Only instances where the
practices are different are discussed, since
reportingdifferences may result in in
comparability.
Comparing financial statements with
out close examination of the footnotes re
sults in an exercise in futility. In the foot

notes are found much quantitative and rency Transactions" was issued on De
qualitative data necessary to compare and cember 31,1974, it could have had little or
evaluate statements. APB Opinion 22 is no influence on the statements under con
sued in April, 1972, and effective for years sideration. Translation policies estab
beginning after December 31, 1971 re lished in ARB 43, Chapter 3A are being
quires disclosure of accounting policies used. All except American Motors are
and practices. Disclosure is required if a translating all balance sheet items at rates
policy has been selected from alterna in effect at the close of the period except
tives, or unusual or innovative applica plant and equipment. AM apparently
tions of GAAP have occurred. Opinion 22 translates long-term liabilities on the
resulted in more information being given same basis as long-term assets.
Adjustments due to foreign exchange
in annual reports. (Incidentally, a com
mittee of the AICPA and the New York translations receive at least three treat
Stock Exchange recommended such dis ments. Chrysler recognizes all gains and
closure as early as the 1920s.) This addi losses currently, Ford recognizes all nor
tional disclosure enables the pinpointing mal gains and losses but establishes a re
of significant differences. Prior to 1972 serve for abnormal items; GM takes losses
often the only accounting policy disclosed in year of occurrence, but defers gains.
AM states that such items are not signifi
was that of consolidation practices.
Objective No. 1 of the Trueblood report cant and gives no indication of statement
reads: "An objective of financial state treatment. Are these amounts significant?
ments is to serve primarily those users An examination of statement footnotes
who have limited authority, ability, or re gives some indication of size.
Ford states, "During the fourth quarter,
sources to obtain information and who
rely on financial statements as their prin a 34 million charge was made to the Re
cipal source of information."
Using this as serve for Foreign Operations." This re
a criterion only the published financial serve is shown in a section of the balance
statements were consulted for the remarks sheet called "Other Liabilities and Re
that follow. Considering myself a reason serves". The charge was principally for
ably "informed reader," I found the the "abnormal costs incurred during the
statements deficient. The comparisons year in Argentina, . . " This charge rep
would have been easier had I used the resented 9.4% of net income. Had it been
10K's. However, since so few stockhold charged against income, the earnings per
ers request the 10K, it is safe to assume share would have been $3.50.
General Motors has a "Reserve Applic
that the majority of investment decisions
are made without the information con able to Foreign Operations" of $142 mil
lion shown as an item under Deferred
tained therein.
Translation of foreign currency. All four Credits and Reserves. The amount has not
companies have foreign subsidiaries. changed since its creation in 1954. How
Since the FASB exposure draft on "Ac ever, GM charged 14.7 million in 1964 and
counting for Translation of Foreign Cur 67 million in 1973, a total of 81.7 million,
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to an item called Other (principally defer
red translation gains and intercompany
profits), also shown under Deferred Cred
its and Reserves. This charge was made in
spite of GM's statement "accumulated un
realized loss from translation of foreign
currency accounts of any foreign sub
sidiary is charged to income and accumu
lated unrealized net gain is deferred."
Are
the amounts material? Judge for yourself.
Provision for pensions. All four com
panies report that current pension costs
are accrued and funded. Past service costs
are accrued and funded over a period of 30
years for all but AM who is funding over a
period of forty years. These date are given
under the Summary of Accounting
Policies. A later footnote in each of the
statements gives data that is very relevant
for comparison purposes, namely, the
amount of unfunded vested benefits at
the close of the accounting period. AM
reports that a deficit of approximately 80
million exists between vested and funded
benefits; this compares to a 1974 charge to
pensions of $24.7 million. For Ford the
unfunded portion rises to $1,465 million
vs. a current charge of $385 million.
Chrysler reports a pension cost of $229
million vs. an unfunded amount of $1,201
million. GM, the giant of the industry,
reports current costs of $819 million and
$3.4 billion unfunded. The reader will re
call that APB Opinion 8 does not require
that the unfunded portion be reported as a
liability on the Balance Sheet. Thus, all of
the amounts listed as unfunded, but vest
ed, are unrecorded liabilities.
Of interest is the fact that under UAW
contracts signed in 1973, effective in 1974,
annual pension costs would increase; but
only Chrysler gave an estimate for such
increase — $50 million. Actually, the in
creases were $100 million for GM, $54
million for Chrysler, $50 million for Ford,
and $.15 million for AM. If Chrysler could
give an estimate, which proved to be sub
stantially accurate, why could not the
other companies? None of the four
warned the reader that the unfunded por
tion for the three largest companies would
increase from 200 to 400%. Ford did warn
its readers that the Amendments to the
UAW Retirement fund would "provide
for substantial benefit increases over six
years that will increase pension costs and
the value of vested benefits in each of the
years," yet did not warn that the un
funded portions would show a dramatic
increase. It is difficult to see how rational
comparisons could have been made with
out more information. Unfunded vested
amounts also increased because of the
market decline of investments held by the
pension fund trustees.
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TABLE I
COMPARISON OF SELECTED FINANCIAL STATEMENT ITEMS

Net income (millions)
Net assets (millions)
Earnings per share
(dollars)
Dividends per share
(dollars)
Unfunded vested pensions
(millions), 1974
(millions), 1973
as % of 1974 net assets
Goodwill amortization,
pre 1970
after 1970
Foreign translation
adjustments

Tax provision on
undistributed earnings
of subsidiaries
Investment tax credit

American
Motors

Chrysler

Ford

General
Motors

28
383

(52)
2,660

361
6,241

950
12,530

.94

(.92)

3.86

3.27

.20

1.40

3.20

3.40

80
80
21%

1,201
563
45%

1,465
620
23%

3,400
800
27%

—
40 yrs.
loss as
occurs

—
20 yrs.
currently

no
provision

no
provision

reduction
of tax
expense
in year
credit
arises

amort. on
life of
asset

Ford and GM both state they expect no
material changes in pension costs as a re
sult of The Employee Retirement Income
Security Act of 1974. When one compares
the unfunded, vested portion shown in
Table I with the net assets of the com
panies, it appears that Congress must
have had some idea of the unfunded
amounts when it provided that in the
event of the dissolution of a plan, 30% of
the net assets of the entity could be taken
by the government to provide for such
vested benefits.
Amortization of Goodwill. APB Opinion
No. 17 states "The Board believes that the
value of intangible assets . . . eventually
disappears and that the recorded costs . . .
should be amortized . . . The period of
amortization should not, however, ex
ceed forty years." The opinion was effec
tive for all intangible assets acquired after
October 31, 1970. GM is amortizing all
goodwill over a ten year period. GM re
ported a charge of $6.4 million amortiza
tion in 1974 with a remaining asset bal
ance of $32.5 million. Ford is taking no
goodwill amortization; none has been ac

—
—
normal
currently,
abnormal
reserve
provision
on expected
div. dist.
amort. on
life of
asset

10 yrs.
10 yrs.
losses
currently,
gains
deferred
provided

amort. on
life of
asset

quired since 11-1-70. However, it has a
total goodwill of $279 million vs. the GM
total of $32.5 million. Chrysler reports no
amortization for goodwill arising prior to
1970; subsequent acquisitions are amor
tized over 20 years. However, the amount
amortized is not shown as a separate item
on the income statement, but net of book
value of goodwill decreased $.2 million
during 1974. One may conclude that
amortization was an insignificant
amount. AM reports no amortization on
pre-1970 goodwill, 40-year period on sub
sequent acquisitions. Total goodwill
amortizations are not available. The end
ing balance in the goodwill account is $10
million. Auto companies are far from con
sistent in goodwill practices.
Depreciation. All four report deprecia
tion on an accelerated basis. However,
42% of AM assets are on a straight-line
basis. No rate is given, but GM and Ford
state that their method results in a charge
of approximately two-thirds of the total
cost during the first-half of the estimated
useful lives. GM does report a change in
(Continued on page 30)

Legal
Developments
Sex Discrimination in Education

Dr. Patrica C. Elliott, CPA
University of Washington
Seattle, Washington

tively clear-cut indication of the intent of
Congress. In the interim three years,
proposed regulations have been subject to
public comments (numbering nearly
10,000 from June through October, 1974,
alone) and, as a consequence, have been
modified in six major areas. These six
areas will be discussed first, followed by a
discussion of the areas covered by the
Regulations. A question-and-answer
format will be used next to illustrate the
regulations and, finally, the enforcement
procedures will be reviewed.

The new Title IX Regulations', which be
came effective July 21,1975, are practically
guaranteed to please practically no one.
Feminist groups are decrying the regula
tions as having no teeth and of being a
paper tiger. Football and basketball
coaches are predicting the demise of those
two sports on college campuses. The Na Modifications
tional Organization for Women has Public comments upon the proposed reg
pointed out that the regulations followed ulations have resulted in modifications in
the law by three years, an unnecessarily six major areas in the final regulations.
long time. The National Collegiate Athlet
1. Physical Education Classes. Original
ic Association attempted (unsuccessfully) ly, it was proposed to make all physical
to obtain a time extension and is now education classes co-educational. The
supporting amendments in Congress to final regulations allow segregated classes
exempt revenue-producing sports from in sports involving bodily contact and in
the law. This would allow revenues pro classes in sex education.
In addition, schools have from one to
duced by sports such as basketball and
football to be used solely to support those three years to comply with the desegre
sports.2
gation of other physical education classes.
Although the biggest flap is being
2. Financial Aid. The proposed provi
raised over sports (which, admittedly, is sion was thatschools would be prohibited
very important), the law is, in actuality, a from administering scholarships desig
major thrust forward in several areas. The nating a particular sex in wills and trusts.
Regulations apply to any educational in A two-step “pooling” procedure is now
stitution receiving Federal assistance. allowed. First, students (regardless of sex)
This includes 16,000 public school sys would be selected to receive financial aid.
tems and about 2,700 post-secondary in Then, funds from sex-restricted sources
stitutions.
could be given to members of that desig
The law reads "no person in the United nated sex from the "pool” of recipients,
States shall on the basis of sex be excluded provided there are enough non-restrictive
from participation in, be denied the ben funds to go to members of the other sex. If
efits of, or be subjected to discrimination there are not enough funds available from
under any education program or activity non-restrictive sources, then the school
receiving Federal financial assistance must either provide the funds or award
. . ."3 The statement appears to be a rela less funds from the sex-restricted sources.

3. Foreign Scholarships. In both the
proposed and final regulations, schools
can still administer sex-discriminatory
scholarships under foreign wills, trusts
and other legal instruments (such as the
Rhodes Scholarship), provided that the
school also makes available “reasonable”
(not “equal") foreign-study opportunities
for the other sex.
4. Pension Benefits. This is still up in the
air as the Equal Employment Opportunity
Coordination Council has until October
15, 1975, to report its recommendations to
the President. In the meantime, schools
can provide for either equal contributions
or equal periodic benefits to men and
women employees in its pension plan.
5. Curriculum and Textbooks. Neither the
original nor the final regulations cover
sexist stereotyping in textbooks or in cur
riculum. The administration maintains
that this is a state and local problem and
that, anyway, it might be unconstitu
tional under the freedom of speech provi
sions.
6. Athletics. The final regulations re
quire that schools must provide equal op
portunity in sports. They allow separate
teams in contact sports and in “those
sports in which competitive skill is the
basis for selecting team members.” Just
what this means is anybody's guess.
In non-contact sports, a school can pro
vide separate teams or allow women to try
out for the male team.
In terms of expenditures, the regula
tions specifically state that dollar-fordollar matching expenditures for each sex
is not a requirement. However, the school
must provide necessary funds for teams
for women to meet the equality of oppor
tunity criteria. This provision is quite
murky and is wide open for almost any
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of facilities and rules concerning housing
(single-sex housing will be allowed). No
longer can a university have a curfew for
women unless it also has the same curfew
for men.
4. Employment. Perhaps the most im
portant area covered is that of employ
ment. One would think that Title VII of
Areas Covered By Title IX
Five major areas of discrimination are the 1964 Civil Rights Act would have
eliminated all sex discrimination in this
covered by the Title IX Regulations.
1. Coverage. As stated previously, all area, but it hasn't. Now no school (except
schools receiving Federal financial assis military and religious) can discriminate in
tance are subject to the Title IX Regula any way in terms of employment criteria,
tions. However, there are two specific recruitment, compensation, job class
exemptions to the entire act: military in ification and structure, fringe benefits,
stitutions (at all levels) and religious marital or parental status, advertising,
schools, where compliance is inconsistent pre-employment inquiries, etc. Again,
with religious tenets. In addition, exemp pregnancy and related illness must be
tions from the admissions regulations are given the same treatment as temporary
allowed to pre-schools, elementary disability where leave and fringe benefits
schools, secondary schools and the few are concerned.
5. Enforcement of Title IX. This will be
public undergraduate schools which have
been traditionally and continually discussed after illustrations of the regula
tions are given.
single-sex.
Even if a school is exempt from the ad
mission requirements, it must treat all Illustrations4
QUESTION: Who is covered by
students equally once they have been ad
Title
IX?
mitted (except, again, for military and re
ANSWER:
Virtually every college,
ligious schools).
university,
elementary and secon
2. Admissions. The final regulations in
dary school and preschool is cov
clude recruitment in the admission provi
ered by some portion of the law.
sions. Comparable efforts must be made
Many clubs and other organizations
to recruit members of both sexes and ad
receive
Federal funds for educa
ditional recruitment efforts must be made
tional programs and activities and
in those schools where past discrimina
likewise are covered by Title IX in
tory policies have existed. Schools cannot
some manner.
have a quota system nor can they give
QUESTION: Who is exempt from
preference to graduates of other schools
Title IX's provisions?
where to do so would result in sex dis
crimination.
ANSWER: Congress has specifi
In admitting students, no school can
cally exempted all military schools
separately rank the members of the sexes,
and has exempted religious schools
administer sex-biased tests, discriminate
to the extent that the provisions of
on the basis of parental or marital status,
Title IX would be inconsistent with
and pregnancy must be treated as any
the basic religious tenets of the
other temporary disability or physical
school.
condition.
Not included with regard to admis
3. Treatment. Students cannot be treated
sion requirements ONLY are pri
differently on the basis of sex. This treat
vate undergraduate colleges, nonment extends to participation in course
vocational elementary and secon
offerings and extracurricular activities.
dary schools and those public un
The extracurricular activities area is in
dergraduate schools which have
teresting in that it includes campus or
been traditionally and continuously
ganizations and competitive athletics.
single-sex since their establish
Exempt from the provisions of nondis
ment.
crimination are social fraternities and
However, even institutions whose
sororities and several specific organiza
admissions are exempt from cover
tions such as the Boy and Girl Scouts,
age must treat all students without
Y.M.C.A., etc. Not exempt are the profes
discrimination once they have ad
sional fraternities which bar membership
mitted members of both sexes.
of one sex, such as Delta Sigma Pi, the
QUESTION: Does the law cover so
business honorary fraternity.
cial
sororities and fraternities?
Treatment also includes all benefits,
ANSWER:
Congress has exempted
services and financial aid offered by the
the membership practices of social
school. Finally, treatment includes the use
kind of interpretation. This will probably
be the area where the most disputes arise.
The final outcome remains to be seen,
especially in view of the fact that Congress
is now studying an amendment to exempt
contactsports from all TitleIX provisions.
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fraternities and sororities at the
postsecondary level, the Boy
Scouts, Girl Scouts, Camp Fire
Girls, Y.W.C.A., Y.M.C.A., and
certain voluntary youth services or
ganizations. However, if any of
these organizations conduct educa
tional programs which receive Fed
eral funds open to nonmembers,
those programs must be operated in
a nondiscriminatory manner.
QUESTION: May a vocational
school limit enrollment of members
of one sex because of limited avail
ability of job opportunities for
members of that sex?
ANSWER: No. Further, a school
may not assist a discriminatory
employer by referral of students or
any other manner.
QUESTION: In athletics, what is
equal opportunity?
ANSWER: In determining whether
equal opportunities are available,
such factors as these will be consid
ered:
—whether the sports selected reflect
the interests and abilities of both
sexes;
—provision of supplies and equip
ment;
—game and practice schedules;
—travel and per diem allowances;
—coaching and academic tutoring
opportunities and the assign
ment and pay of the coaches and
tutors;
—locker rooms, practice and com
petitive facilities;
—medical and training services;
—housing and dining facilities and
services;
—publicity.
QUESTION: Must an institution
provide equal opportunities in each
of these categories?
ANSWER: Yes. However, equal ex
penditures in each category are not
required.
QUESTION: If there are sufficient
numbers of women interested in
basketball to form a viable women's
basketball team, is an institution
which fields a men's basketball
team required to provide such a
team for women?
ANSWER: One of the factors to be
considered by the Director in de
termining whether equal oppor
tunities are provided is whether the
selection of sports and levels of
competition effectively accommo-

date the interests and abilities of
members of both sexes. Therefore,
if a school offers basketball for men
and the only way in which the in
stitution can accommodate the in
terests and abilities of women is by
offering a separate basketball team
for women, such a team must be
provided.
QUESTION: If there are insufficient
women interested in participating
on a women's track team, must the
institution allow an interested
woman to compete for a slot on the
men's track team?
ANSWER: If athletic opportunities
have previously been limited for
women at that school, it must allow
women to compete for the men's
team if the sport is a noncontact
sport such as track. The school may
preclude women from participating
on a men's team in a contact sport. A
school may preclude men or women
from participating on teams for the
other sex if athletic opportunities
have not been limited in the past for
them, regardless of whether the
sport is contact or noncontact.
QUESTION: Can a school be
exempt from Title IX if its athletic
conference forbids men and women
on the same noncontact team?
ANSWER: No. Title IX preempts all
state or local laws or other require
ments which conflict with Title IX.
QUESTION: How can a school ath
letics department be covered by
Title IX if the department itself re
ceives no direct Federal aid?
ANSWER: Section 844 of the Educa
tion Amendments of 1974 specifi
cally states that: “The Secretary
shall prepare and publish . . . pro
posed regulations implementing
the provisions of Title IX of the Edu
cation Amendments of 1972 relating
to the prohibition of sex discrimina
tion in Federally-assisted education
programs which shall include with
respect to intercollegiate athletic ac
tivities reasonable provisions con
sidering the nature of particular
sports.”
In addition, athletics constitutes an
integral part of the educational pro
cesses of schools and colleges and,
thus, are fully subject to the re
quirements of Title IX, even in ab
sence of Federal funds going di
rectly to the athletic programs.
The courts have consistently con
sidered athletics sponsored by an
educational institution to be an in

tegral part of the institution's edu
cation program and, therefore, have
required institutions to provide
equal opportunity.
QUESTION: Does a school have to
provide athletic scholarships for
women?
ANSWER: Specifically, the regula
tion provides: "To the extent that a
recipient awards athletic scholar
ships or grants-in-aid, it must pro
vide reasonable opportunities for
such awards for members of each
sex in proportion to the number of
students of each sex participating in
interscholastic or intercollegiate
athletics.”
QUESTION: How can schools and
colleges interested in a positive ap
proach to Title IX deal with its pro
visions?

ANSWER: To encourage each
school and college to look at its
policies in light of the law, the final
regulation now includes a self
evaluation provision. This requires
that during the next year the educa
tional institution look at its policies
and modify them to comply with
the law as expressed by the regula
tion. This includes remedying the
effects of any past discrimination.
QUESTION: Does Title IX cover
textbooks?
ANSWER: No. While the Depart
ment recognizes that sex stereotyp
ing in curricula and educational
material is a serious matter, it is of
the view that any specific regulatory
requirement in this area raises con
stitutional questions under the First
Amendment. The Department be
lieves that local education agencies
must deal with this problem in the
exercise of their traditional author
ity and control over curriculum and
course content.

QUESTION: Many universities
administer substantial sums of
scholarship money created by wills
and trusts which are restricted to
one sex. If the will or trust cannot be
changed to remove the restriction,
must the universities cease ad
ministration of the scholarship?
ANSWER: Where colleges adminis
ter domestic or foreign scholarships
designated by a will, trust or similar
legal instrument, exclusively for
one sex or the other, the scholarship
recipients should initially be cho
sen without regard to sex. Then,
when the time comes to award the

money, sex may be taken into con
sideration in matching available
money with students to be awarded
the money. Scholarships, awards or
prizes which are not created by a
will, trust, or similar legal instru
ment, may not be sex-restricted.
QUESTION: What are the Title IX
requirements for counseling in
schools and colleges?
ANSWER: An institution using
testing or other materials for coun
seling may not use different mate
rials for males and females, nor may
it use materials which lead to dif
ferent treatment of students on the
basis of sex.
If there is a class or course of study
which has a disproportionate
number of members of one sex, the
school is required to assure that the
disproportion does not stem from
discrimination by counselors or
materials.
QUESTION: May a college adminis
ter or assist in the administration of
sex-restrictive scholarships, such as
the Rhodes, which provide oppor
tunities for students to study
abroad?
ANSWER: Yes, if (1) The scholar
ship was created by a will, trust, or
similar legal instrument, or by an
act of a foreign government, and (2)
The institution otherwise makes
available reasonable opportunities
for similar studies abroad by mem
bers of the other sex. Such oppor
tunities may be derived from either
domestic or foreign sources.

Enforcement
Another interesting provision in Title IX
is in the enforcement and remedy proce
dures. In other civil rights legislation, the
cases were decided on an individual com
plaint basis (for the most part). There is a
proposed regulation that was published
simultaneously with the Title IX Regula
tions which calls for a "consolidated en
forcement approach to all of the Depart
ment's statutory civil rights respon
sibilities, Title IX, Title VI of the Civil
Rights Act of 1964, Section 504 of the Re
habilitation Act of 1973 and other au
thorities.”5 It is hoped that this consolida
tion will concentrate the Department's re
sources on getting rid of the systemic
forms of discrimination rather than on in
dividual complaints. This does not mean
that individual complaints will be ig
nored; rather these complaints will serve
as evidence and a starting point for de-

(Continued on page 31)
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Personal
Management
Individual Retirement Account

Jean E. Krieger, CPA
Haskins & Sells
Columbus, Ohio

GUEST WRITER: This column was written
by Ola F. Hay of Wichita, Kansas. Ms. Hay
is an investment counselor and division
manager of Columbian Securities
Corporation in Wichita. She is a graduate of
Phillips University and holds a security
license and insurance license. She is a
member of The International Association of
Financial Planners and of the Wichita
Chapter of ASWA.

The Pension Reform Act of 1974 will have
an enormous effect on retirement plan
ning for millions of individuals. While the
Act provides greater protection of bene
fits earned by participants in company
retirement plans, perhaps the single most
important feature is the Individual Re
tirement Savings program. Enacted to en
courage saving for retirement by indi
viduals not covered by qualified private
or governmental retirement plans, this al
lows individuals to establish their own
personal retirement plans and contribute
limited amounts of before-tax earnings.
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Contributions and
Deductions
Who Is Eligible? For taxable years begin
ning after December 31, 1974, individuals
are eligible to make deductible contribu
tions to an Individual Retirement Account
(IRA) in any year in which they are not
covered by an Employer plan, a Keogh
plan, or a charitable annuity.
How Much Can Be Contributed and De
ducted? An eligible employee can de
duct cash contributions of up to 15% of
compensation (or earned income) which
is reported as gross income or $1,500,
whichever is less. The contribution must
be made before the close of the taxable
year. Deductions are not allowed for con
tributions made in thetaxableyearduring
which the individual reaches age 70½.
What Is The Penalty For An Excess Con
tribution? Contributions which exceed
allowable deductions are excess contribu
tions. Unless such excess contributions,
and any earnings thereon, are returned to
the individual by the date his or her tax
return must be filed (including exten
sions), they are subject to a 6% non
deductible excise tax. Interest earned on
the excess contribution is included in the
individual's income. The excise tax is
cumulative and levied each year until the
excess is returned to the individual or
applied as a current contribution.
How Is The Deduction Taken? The in
come tax deduction is taken from gross
income. This means the individual re
ceives the deduction even if he or she
doesn't itemize deductions. A husband

and wife are both allowed the deduction if
each is eligible and receives compensa
tion. The deduction is computed sepa
rately for each spouse even in community
property states which means that their
combined deduction could be as much as
$3,000 a year.
How Is The Investment Growth
Taxed? Dividends and capital gain dis
tributions are generally exempt from cur
rent taxation until distributed to the indi
vidual. Any unrelated business income
received by the IRA would be taxable.

Special Provisions
What Happens In The Event Of A "Prohi
bited Transaction"? If an individual uses
his or her IRA for personal benefit, such as
borrowing from the IRA or using the IRA
as collateral for a loan, this constitutes a
prohibited transaction and will disqualify
the tax exempt status of the IRA. Disqual
ification is retroactive to the first day of
the taxable year and the fair market value
of the assets are considered to be construc
tively distributed as of that date. The dis
tribution is taxed as ordinary income and
if the individual is not age 59½, a 10%
penalty tax applicable to premature dis
tributions is also levied.
Any income earned by the IRA after the
effective date of disqualification will be
included in the individual's income. The
excise tax on prohibited transactions
under new Internal Revenue Code Section
4975 will not, however, be imposed.
If the IRA is sponsored by an employer,
an association of employees, or a union

and the participating individual is re
sponsible for the prohibited transaction,
only the responsible participant's account
is disqualified. If the sponsoring organi
zation participates in a prohibited trans
action, the organization will be subject to
the prohibited transactions excise tax
under Internal Revenue Code Section
4975.
What Is A Rollover Contribution And Why
Is It Important? A rollover contribution
is a transfer of assets between IRAs or a
transfer of assets from a qualified private
retirement plan to an IRA, or vice versa. It
is important because it is made on a taxfree basis and provides the individual
with a degree of portability for his or her
retirement plan assets.
Three general conditions must be met
for rollover contributions:
1. The transfer must occur within
60 days after the individual receives
the distribution.
2. If the individual receives prop
erty other than cash, that same
property must be transferred to the
new account.
3. A tax-free rollover of assets from
an IRA may only be made once
every 3 years.
In addition to the above rules a rollover
contribution from a qualified retirement
plan to an IRA must meet the following
requirements:
1. The distribution must be a lump
sum representing the individual's
entire interest in the plan and must
be made within one of his or her
taxable years.
2. No amounts representing
employee contributions can be in
cluded.
3. If the IRA is used as a conduit to
transfer funds from one qualified
plan to another qualified plan, no
assets other than the qualified re
tirement plan distribution could be
included in this IRA. Transfers can
not be made through IRAs from a
corporate plan to a Keogh plan or
vice versa.
4. It is important to treat the roll
over money as a separate contract
from any current or future IRA con
tracts the individual may have. This
will allow identification of rollover
monies should they have a different
tax treatment in the future.

Distributions
When Can An Individual Receive A Distribu
tion? Distributions are permitted with
out penalty in the event of death, disabil

ity or upon reaching age 59½. Distribu
tions must in any event begin no later
than the close of the taxable year in which
the individual reaches age 70½.
How Are Distributions Taxed? All
amounts will generally be taxed as ordi
nary income when received. Although the
distributions are not eligible for capital
gain treatment or the special 10-year av
eraging device available for other qual
ified retirement plan distributions, the
general 5-year income averaging device
may be used. A distribution to a bene
ficiary of an IRA owner is not excluded for
purposes of Federal estate and gift taxes.
In computing the retirement income cred
it, a distribution received by a retiree
from an IRA is considered retirement in
come.
How Is A Premature Distribution
Taxed? In addition to the above taxa
tion, individuals receiving their IRAs be
fore reaching age 59½ or becoming dis
abled must pay a penalty tax equal to 10%
of the premature distribution.
How Is An Insufficient Distribution
Taxed? If the individual does not receive
the minimum required distribution (to be
established by future Internal Revenue
Service regulations) in any year com
mencing with the year in which he or she
reaches age 70½, an excise tax is imposed
on the excess accumulation. The tax rate is
50% and is applied to the minimum re
quired distribution less the distribution
actually received by the individual that
year.

Establishing an IRA
How Will An Individual Establish An
IRA? The individual has three ways of
establishing an IRA. First, an individual
can set up an IRA by formally adopting a
master or prototype document. This
document will be available from various
institutions including mutual fund or
ganizations. It is also likely that the Inter
nal Revenue Service will develop a pro
totype document. The assets of an IRA
will be held in a trust or custodial account.
The trustee will generally be a bank, al
though other persons could act as trustee
if they can demonstrate their ability to
administer the trust in conformity with
the law.
Second, the individual may use an in
dividual retirement annuity. The par
ticipant's interest in the contract must be
non-forfeitable and the contract must be
non-transferable. The annual premium
cannot exceed $1,500 and dividends must
be used to reduce future premiums or
purchase additional benefits.
Third, the individual may use indi
vidual retirement bonds. Government

bonds issued under the Second Liberty
Bond Act may be purchased as an Indi
vidual Retirement Bond. Such a bond will
only be redeemable within 12 months of
issuance or upon death, disability or the
owner's attainment of age 59½. Interest
will only be paid upon redemption except
that no interest will be paid if redemption
occurs within 12 months of issuance. In
terest will cease when the owner reaches
age 70½. In the event of death, interest
will stop 5 years after death or when the
participant would have reached age 70½,
whichever occurs first.
Can An Employer, Association, Or Union
Sponsor An IRA? Yes, an employer (cor
porate or individual), association, or
union can sponsor an IRA for its
employees or members if the other re
quirements just mentioned are met and
separate accounting is provided for each
participant. The assets held in trust for
participants must be for the exclusive
benefit of participants or their bene
ficiaries. Contributions made by the
employer will be included in the partici
pant's compensation and deductible by
the employer.
The employer, however, will not be re
quired to withhold Federal income taxes if
it is reasonable for the employer to believe
the participant will be able to deduct such
contributions. Contributions will be sub
ject to Social Security (FICA) and un
employment (FUTA) taxes.

What Plans Are Offered By
Banks and Savings and
Loans in the IRA Market?
Many banks and savings and loans as
sociations are beginning to market in the
IRA and Keogh markets. Their basic plan
is to put the client's money into a 5¼
percent passbook savings account and
allow the client to transfer to a Certificate
of Deposit when $500 or $1,000 has been
accumulated.
These financial institutions are indicat
ing that they have no charges on IRA ac
counts. However, their contracts gener
ally say that “a reasonable charge may be
assessed to cover administration and
management of the plan.''
In addition to this, at retirement they
are not offering the client an annuity type
payout. If the client wants a guaranteed
lifetime income, he or she must then
purchase an annuity.
This is an ever-changing world and that
certainly is evident in our laws and their
interpretations and will be true of IRA.
Many IRA plans are being offered, so
check them thoroughly to be sure they
satisfy financial planning requirements
for you or your client.
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Small
Business
THE SMALL BUSINESS — How Marketable is it?

Barbara I. Rausch, CPA
Marysville, Ohio

If the owners of all the small businesses in
this country never died, became disabled,
got, let's say, past "middle-age", or be
came just plain tired — they would be in
great shape. But what happens if a sole
proprietor, the partners in a going busi
ness or the owners of a close corporation
want "out"? To say that finding a suitable
and willing buyer is a hassle is an under
statement.

The Unique Ingredient
One of the biggest problems is the fact
that, aside from the usually large invest
ment in capital it requires, it takes a very
special person to take over the manage
ment of a small business — it takes that
unique ingredient: entrepreneurship.
While many people are capable of turning
out good performances in supervisory or
high-level management positions, being
the boss of a small business requires
more. It's hard work, long hours and the
weight of the final decision.
In most cases, the business is entirely
dependent on the skill, knowledge and
often the personality of the "boss". Ide
ally, the new owner should be a carbon
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businesses while at the same time the
business grows, prospers and increases in
value. It's like the goose thatlays the gold
en eggs. The real value of the business lies
in its continued ability to generate income
— which comes back to the ability of the
Up from the Ranks
The next best thing, probably, is to hand owner to make it successful or to keep it
pick a successor, do a lot of grooming and on its successful course. More often than
bringing along and then making it possi not, the well-run, well-managed and
ble for the "Junior Boss" to acquire the prosperous small business is the end re
business financially. It sounds good to go sult of many years of great effort and many
that way, but a lot of things can go wrong personal sacrifices.
There comes the point when the busi
with this plan. The chosen successor may
not have all the ambition he or she ap ness is expected to provide a retirement
peared to have at first and turn out to be income, security for a surviving spouse or
unsuitable. He or she may predecease the where it will make the difference between
owner, or somebody else may recognize comfort and poverty should the owner be
the management potential of the young come disabled.
person and lure him or her away.
The problem becomes even more acute Sale or Dissolution?
where unexpected death deprives the There can be no question about the fact
business of its sole owner, one of the that liquidation should be a last resort.
major stockholders, or a member of the Too many times a forced sale means that
management team. While insurance can inventories must be sold at less than cost,
ease the financial blow, the life of the accounts receivable are hard to collect
business may be at stake. How important after a business has ceased to function in
is the "life" of the business? It's a matter the normal course, and after all existing
of mathematics.
liabilities are paid off, the net proceeds on
liquidation may be quite small.
The Going Business — The Ultimate
Needless to repeat the old axiom that
Pay-Off
the right price is what a willing buyer will
Most sole proprietors, partners or offer and a willing seller will accept. But it
officer-stockholders who are thinking points up the fact that there can be no
about the sale of their businesses derive a formula. The degree of effort and the
steady and comfortable income from their amount of training or skill required of the
copy of the old one. Some people are
lucky, they have a son or a daughter who
is willing and eager to take over — others
have to go to the outside.

potential buyer will greatly influence the
price that can be obtained. A long history
of steady earnings is certainly helpful in
marketing a small business. Although
there are cases where the prospective new
owner will be absolutely certain that a
business with mediocre earnings needs
only his or her magic touch — this person
is the great exception, the true entre
preneur who is spurred on by the chal
lenge and who would probably be suc
cessful in just about any endeavor
through sheer tenacity, frugality and hard
work. But certainly there are not enough
of that kind to go around.
It will be a hard search for the right
combination of the man or woman who
can run the business right and who at the
same time has the capital required for the
purchase.

The Professional
Among the professionals probably the
medical doctors and the related profes
sions are the only ones who have gone
into corporations in a big way. Account
ing firms are slowly following suit with
the legal profession trailing far behind.
While the corporate form appears to make
things a little easier, the fact that every
stockholder must be a member of the pro
fession still adds more problems to the
difficulties encountered by commercial
small businesses in locating qualified
buyers. Much more so than the owner or
owners of a business enterprise, the pro
fessional must plan ahead for the orderly
transfer of the practice.
If a sole practitioner dies suddenly, the
practice is not much to fall back on for the
surviving spouse. Especially in the medi
cal field, the accounts receivable are the
single largest asset of the practice, and
while patients are notoriously slow in
paying their bills even while they are see
ing the doctor on a continuing basis, col
lecting patients' accounts on behalf of a
deceased sole practitioner is a monumen
tal task and losses are extremely heavy.
The process of choosing and training an
associate to eventually become the suc
cessor of a retiring professional can be a
very frustrating experience. While it is
still customary in the accounting and legal
professions to have a new associate
purchase a partnership interest or the
stock in a professional corporation, the
medical profession has for decades made
it possible for young doctors to acquire a
partnership interest or equity in a corpo
ration at nominal, if any, capital outlay.
Generally, the new associate's compensa
tion is related to accounts collected while
the income generated becomes part of the
assets of the practice — which in turn

becomes the capital contribution. Com sale is disposed of. This can conveniently
petition for young doctors — particularly spread the tax consequences over years
in the highly specialized fields — is very without too much risk of future losses.
strong, and naturally the ease with which
Selling a small business as a corporation
a proprietary interest can be acquired, offers advantages over selling the assets of
along with current compensation, influ a sole proprietorship. Selling a partner
ences the choice of the young professional ship interest is more advantageous than
to a very high degree. The opportunities selling operating assets. The stock in the
available in the field also make it difficult corporation or the partnership interest
to hold on to an associate after he or she are, of course, capital assets in the hands
has been trained and would be ready to of the seller and the sale results in favored
take over the practice.
capital gains treatment. On the other
By making it harder to obtain partner or hand, the sale of the operating assets of
stockholder status, the other professions the business nearly always results in hav
really are in a much better position to pro ing a large part of the sales proceeds taxed
vide for retiring professionals or the sur as ordinary income.
viving dependents of a deceased partner.
Naturally, the buyer is usually in
terested in buying the operating assets,
allocating the major portion of the pur
The Need for Planning
It cannot be overemphasized that market chase price to inventories or depreciable
ing of a small business requires a great properties. A compromise is often possi
deal of advance planning. It does not re ble through the medium of the bulk sale
ally matter whether the business is con coupled with a 12-month or a one-month
ducted as a sole proprietorship, a partner liquidation.
But — tax considerations may be the
ship or a closely-held corporation, or
whether it is engaged in a trade, manufac least of the worries of those entrepreneurs
turing, selling or a profession. If — as is who find that they have started too late
the case in 99 out of 100 small business planning to make their small business
entities — the success of the enterprise marketable.
depends on the personal effort and con
tribution of one person or those of a very
small number of people, finding the per
son or persons who are willing and able to
carry on the business at the same or
Faculty
higher income levels is the singularly
Position
Available
most difficult problem. Next in the order
of difficulty is making sure these people
are still around when the owners are
The Indiana University (Bloom
ready to make the transfer.
ington-Indianapolis), Department of
In negotiations connected with the sale
Accounting has vacancies at the assis
of a small business, the availability of the
tant professor level for candidates
with a primary interest in taxation or
present owners for consulting services
financial accounting. Outstanding
can be an important factor. It can make
candidates with primary interests in
relations with customers and with the
other areas of Accounting are also en
personnel a great deal easier and more
couraged to apply. Faculty positions
pleasant to have the former owner around
above the assistant rank are also pos
for a while.
sible for appropriately qualified indi

Tax Considerations
The sale of a small business has many tax
implications. The sellers have a hard deci
sion to face: take the total proceeds in the
year of sale and pay a hefty tax or take
advantage of the installment sale
privileges in the tax law which means
trusting the buyers to be successful and
able to meet their obligations in the fu
ture.
One lucky break is available in the case
where the business is acquired by a larger
organization through an exchange of the
stock in the small business for the stock in
the publicly held purchaser. Recognition
of the gain, and the resulting tax, can be
deferred until the stock received in the

viduals. Candidates for assistant pro
fessor should have the PhD or DBA
degree completed and possess a dedi
cation to teaching excellence as well
as a strong interest in pursuing scho
larly research. CPA or CMA desira
ble. JD is desirable in the area of taxa
tion. Indiana University is an affirma
tive action and equal opportunity
employer. The University welcomes
applications from women and minor
ity persons. Please send resumes to
Professor Leon Hay, Chairman, De
partment of Accounting, Graduate
School of Business, Indiana Univer
sity, Bloomington, Indiana 47401.
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Forum
Private Foundations — “A Bear By The Tail”

Mable W. Kitchen, CPA
Price Waterhouse & Company
Cincinnati, Ohio

their many problems. This is why they
may be said to have a "bear by the tail". It
is difficult to operate a private foundation
under the law, but it is no easy matter to
terminate one.

GUEST WRITER: This column was
written by Ann Moody, CPA, Trust Tax
Officer in the Trust Department of the
First Alabama Bank of Birmingham.

Sample Situation
Assume a private foundation was in oper
ation prior to the '69 Tax Reform Act. Its
origin stems from a community-wide vac
cination program, with those receiving
vaccinations making a small contribution
to cover costs of serum, doctors, nurses,
and other costs of administering the pro
gram. However, druggists in the com
munity donated serum, and doctors and
nurses contributed their time, so that after
payment of remaining expenses, many
dollars remained from the contributed
funds. This money was used to establish a
trust, the income to be used for paramedi
cal training.
After the 1969 Tax Reform Act, the
Board of Trustees amended the Articles of
Incorporation to provide that the trust
should make no taxable expenditures "as
defined in Section 4945(d) of the Internal
Revenue Code of 1954 or corresponding
provisions of any subsequent Federal Tax
Laws". Aware that the law is complex and
ever-changing, they recently requested
advice concerning their compliance.

Ms. Moody is a graduate of the University
of Alabama where she majored in ac
counting. She has taught accounting in
evening courses at Jefferson State Junior
College and is active in many professional
organizations. She is a member of
AWSCPA and the immediate past presi
dent of the Birmingham Chapter of
ASWA.

The advent of the 1969 Tax Reform Act
found many private foundation managers
"holding a bear by the tail", especially
those who were not right on top of the
law. The law allowed them a limited
period of time to comply, but the provi
sions were vague and complicated to fol
low, almost as if the legislation were in
tended to do away with private founda
tions.
Now, after a few years of working with
the changes, many who are responsible
for private foundations have concluded
that termination is the best answer to
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studies. They were not. They had not re
ceived prior approval from I.R.S. concern
ing their procedure, and loans for educa
tional purposes fall within the definition
of "grants" to individuals for study in
Reg. 53.4945-4(a)(2), and are, therefore,
taxable expenditures.

Outright Grants vs. Loans

They also asked if the foundation could
change its policy from making loans to
making outright grants; and if so, what
would be the procedure. Of course the
proper procedure is to make the grants
pursuant to a procedure approved in ad
vance by Internal Revenue. Contents of
the request for approval are set out in Reg.
53.4945-4(d) in detail, but briefly stated,
this request should describe fully the
foundation's procedure in awarding the
grants and for follow-up to ascertain that
they were used for the proper purposes. If
the organization is not notified by the
45th day after submitting the grant proce
dures that they are not acceptable, they
are considered approved from the date of
submission until notice that the proce
dures are not, in fact, acceptable.
The foundation must satisfy the com
missioner that the grant procedure's
selection process is objective and nondis
criminatory; that the grants are being
used by the grantee for the activities the
grants are intended to finance; and that
Scholarship Loans to Individuals
The private foundation board specifically the foundation plans to obtain reports to
asked if they were "safe" making scholar this effect.
If the grants are made directly to indi
ship loans to individuals for paramedical

viduals to be used for a specific objective,
to produce a report or other similar prod
uct, or to improve or enhance a literary,
artistic, musical, scientific, teaching, or
other similar capacity, skill or talent, the
private foundation must require reports
on how the funds are used and the prog
ress made by the recipient at least once a
year. When the purpose for which the
grant was made is achieved, a final report
must be made describing the grantee's
achievement and accounting for the funds
received.
The foundation must receive a report of
any courses taken by the grantee of schol
arship and fellowship grants and any
grades. The report must be verified by the
educational institution and obtained at
least once a year. If study involves re
search rather than courses taken for
grades, the foundation must receive at
least annually a progress report approved
by the faculty member supervising the
grantee, or by another appropriate offi
cial. A final report is also required.
If the periodic reports indicate that
funds are being used for other than the
grant's purpose, the foundation must in
vestigate. If reports are delinquent or are
not received by the foundation, further
payments are to be withheld until the
situation is corrected. If funds are di
verted, steps must be taken to recover
them and avoid further diversions.
Records to be retained by the private
foundation, in addition to records con
cerning the above, include all information
the foundation obtains for evaluation of
qualifications of prospective grant recip
ients; identification of grantees, includ
ing relationship to the foundation; and
the amount and purpose of each grant.

Contributions to County Medical
Society
The foundation's next question was
whether they could make contributions
directly to the County Medical Society for
their distribution to grant recipients.
If the County Medical Society is an or
ganization exempt under Section 501(c)
(3) of the Internal Revenue Code, gifts and
grants made to it which are, in turn, used
to make grants to an individual will gen
erally not be considered taxable expendi
tures provided that:
(1) The funds are paid directly to
the public charity (County Medical
Society in this case).
(2) The project is to be conducted
under the supervision of a public
charity, and
(3) The public charity participates
in the selection of the individual in
volved.

The foundation cannot "earmark” the
use of the grant for any named individual
and there must not exist "an agreement,
oral or written" whereby the foundation
may cause the selection of the individual
grantee. Nor can the grant be "ear
marked” for any prohibited activity.
However, it appears the foundation could
specify how the funds should be used so
long as this use is not the carrying on of
propaganda, influencing legislation or
other prohibited activities.

Section 509(a) (1) Public Charities include
churches, educational institutions, hospi
tals, and medical research organizations,
organizations substantially supported by
a governmental unit or the general public.
As complex as this sounds, it is even more
complex trying to meet the criteria set out
in the regs.
Section 509(a) (2) Public Charities must
normally receive more than one-third of
their support from other than disqualified
persons and from Section 509(a) (1) Public
Charities and normally receive not more
than one-third of their support from gross
investment income. Again, detailed re
quirements are very complex.
Section 509(a) (3) is somewhat less
complicated, so that an organization can
terminate private foundation status by
becoming a Section 509(a) (3) Supporting
Organization, organized, operated,
supervised, and controlled by or in con
nection with and exclusively for the bene
fit of one or more Section 509(a) (1) or (2)
Public Charities and not controlled by
disqualified persons. Although still com
plicated, and almost invariably requiring
amendment of the governing instrument
of the organization, this is probably the
most likely solution.

Termination Considerations
By now, the board members were having
thoughts of going the way of many other
private foundations since 1969 — termi
nation. But how? Under Section 507(a) of
the Code, private foundations may be
terminated voluntarily by notifying the
Secretary or the Secretary's delegate of
this intention and payment of the termi
nation tax. However, special rules in Sec
tion 507 (b) of the Code allow relief from
the liability of the termination tax (which
can become rather sizeable.) If the foun
dation has not willfully committed acts or
has not willfully failed to do certain things
which would give rise to tax liability
under Chapter 42, it shall be terminated
if:
(1) It distributes all its net assets to Conclusion
one or more exempt organizations The foundation studied plans termination
described in Section 170(b) (1) (A) under Section 509 (a) (3), becoming a sup
which have existed for a period of at porting organization for a tax exempt
least 60 calendar months im hospital, because it does not wish to cease
mediately preceding such distribu its existence and actually distribute its as
sets to an exempt organization.
tion, or
Whatever the route of termination, it is
(2) It notifies the Secretary or the
Secretary's delegate that it wishes to complex and difficult. So is continuation.
terminate private foundation status Whatever decision is made by a founda
and then for a continuous period of tion, it is very important that any action
60 calendar months beginning with be carefully contemplated before proceed
the first day of any taxable year, it ing and that it be according to the rigid
operates as an organization not a provisions of the code, remembering that
private foundation as set out in Sec the penalties and additional taxes are
tion 509(a) (1) (2) or (3). The Founda many and severe and that they may be
tion must then satisfy the Secretary applicable to foundation managers as well
or delegate immediately after the as to the foundation itself. Certainly after
60-month period that it has com the 1969 Tax Reform Act, those involved
with private foundations do, indeed,
plied.
If the first alternative is chosen, the have "a bear by the tail".
foundation finds the code's requirements
fewer and easier to follow, and termina
tion by bulk distribution to a public char
ity does not require advance notice to the
Commissioner.
However, if it goes the second route
and converts into a public charity, the or
ganization can continue its existence and
will allow for more control over future use
of the foundation's assets.
Sections 509(a) (1) and (2) are usually
difficult and/or impractical to consider in
terminating private foundation status.
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Education
Answers to the Business Law Section of the May 1975 CPA
Examination

Dr. Loudell O. Ellis, CPA, CMA
University of Alabama in Birmingham
Birmingham, Alabama

GUEST WRITER: This column was written
by James O'Connell, Associate Professor of
Accounting at the University of
Massachusetts. Professor O’Connell holds a
B.B.A. degree from the University of
Massachusetts, an M.B.A. from Boston
University, and a J.D. from Western New
England College. He is a licensed CPA and an
attorney and teaches a business law course
designed especially for accounting students.
In recent years the Uniform CPA Exami
nation has included a number of
multiple-choice questions. In the unoffi
cial answers published by the AICPA the
correct answer is given without an ex
planation why one choice is correct while
others are not. This means that accoun
tants studying for the business law sec
tion of the exam have to research various
sources for such explanations. In order to
save candidates for future exams time, we
provide below our own set of unofficial
answers with explanations and references
to applicable statutes to the 48 multiple
choice questions on business law in the
May 1975 CPA Examination.
In case our readers do not have a handy
copy of the May 1975 CPA Examination on
business law, we reprint these questions
with the permission of the AICPA.
References given after some of the
answers are to sections of the following
statutes:
IRC — Internal Revenue Code
UCC — Uniform Commercial Code
ULPA — Uniform Limited Partner
ship Act
UPA — Uniform Partnership Act
1. a. Yes - Innocent misrepresenta
tion by the seller is ground
for recission.
b. No - Buyer must show that he or
she relied upon the mis
representation.
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c. No - Noncompliance with the
Statute of Frauds is not
ground for rescinding an
executed contract.
d. No - Misrepresentation in the
inducement of a contract is
ground for recission.
2. a. No - The Statute of Frauds re
quires the signature of the
party against whom en
forcement is sought.
b. No - The writing may be any
form of note or memoran
dum that will serve as evi
dence of the contract.
c. No - Either party may assign
rights and duties to
another, since personal
services are not involved
and an assignment will not
materially alter the per
formance required of the
other party.
d. Yes - Where agreement is silent
as to the quality of title,
there is an implied agree
ment that the title shall be
marketable.
3. a. No - Assignment of the interest
payment to Arthur does
not remove the amount
from Matson's gross in
come.
b. No - As a general rule, parties to
a contract for the benefit of
a third party may rescind
the contract if it has not
been acted upon by the
third party.
c. No - The assignment does not
change Cranston's right to
demand payment from
Matson.
d. Yes - The Agreements are not
subject to the Statute of
Frauds. A writing is not
required if one party must
fully perform within one
year, for example when

4. a.
b.

c.

d.

5. a.

b.

c.

d.

6. a.

b.

c.

d.

7. a.

one party makes a loan to
be repaid after a year or
more.
Yes - Both are third party bene
ficiaries.
No - Cranston's rights are not
changed by the assign
ment.
No - He has the right to proceed
upon learning of the as
signment.
No - Arthur was intended to
benefit, and has the rights
of a donee beneficiary.
No - Written consent or ratifica
tion by all the limited
partners is required.
Yes - The certificate could give
the general partners this
power, but this certificate
does not.
No - All general and limited
partners must consent.
No - But written consent or
ratification is necessary
(ULPA: 9)
No - Henry had no right to re
voke during the option
period because he had re
ceived consideration to
keep his offer open.
No - The option would not be
binding without consider
ation.
No - The option contract was a
sufficient writing to satisfy
the Statute of Frauds. The
signature of the party seek
ing enforcement is not re
quired.
Yes - Specific enforcement is
available because, since
real property is unique,
damages are not an
adequate remedy.
No - Jason received no consid
eration for his promise to
accept a reduced amount of
rent.

b. No - Martinson's
financial
problems do not relieve its
contractual obligations.
c. No - This may be true in some
jurisdictions, but it is not
the usual rule.
d. Yes - Consideration was lack
ing.
8. a. No - Joan can convey her life es
tate.
b. No - Joan's estate will own no
interest in the ranch.
c. Yes - Joint tenants have the right
of survivorship.
d. No - The will did not create a
trust.
9. a. No - It is not among the types
designated.
b. Yes - The debtors' obligations
are not affected until they
receive notice.
c. No - The profit earned in such a
contract is not considered
interest.
d. No - Higgins will be subject to
whatever defenses the
debtors could assert
against Clark.
10. a. No - (See the next answer.)
b. Yes - The condition must hap
pen before either party is
bound.
c. No - Specific
performance
would be available be
cause damages would not
be an adequate remedy.
d. No - A third party who buys the
stock in good faith will ob
tain good title.
11. a. Yes - The sublease was not an
assignment.
b. No - Suburban has no rights in
the sublease.
c. No - Trade fixtures are personal
property which may be
removed by the tenant.
d. No - Fantastic has no privity
with Suburban.
12. a. Yes - Recording is necessary for
the mortgage to be effec
tive against third parties.
b. No - These fixtures are part of
the real property.
c. No - First State's security does
not include real property.
d. No - A security interest in per
sonal property need not be
recorded in a real property
recordation office.
13. a. No - Allen assumed no liability
to pay the mortgage debt,
but the property was sub
ject to foreclosure if the
debt were not paid.

14.

15.

17.

18.

b. No - Allen had no duty to retain
the property or to pay the
mortgage debt.
c. Yes - Lutz remains personally li
able.
d. No - The mortgagee has no
rights against Allen.
a. No
b. No
c. Yes - $500,000 is the limit of a
small issue.
d. No
a. No - Not an isolated sale to par
ticular persons.
b. No - Aggregate offering price
exceeding $500,000.
c. No - Not limited to persons
within New York State.
d. Yes - None of the exemptions
applies.
a. No - This is a secondary dis
tribution, requiring regis
tration.
b. No - A purchaser of a security
from an issuer with a view
to distribution is an un
derwriter.
c. Yes - A redistribution of se
curities by a person who
directly or indirectly con
trols the corporation
makes that person an is
suer.
d. No - A prospectus, which must
relate all pertinent facts re
ported in the registration
statement, is required.
a. Yes - This is a deed without war
ranties.
b. No - The grantee has no right of
action against the grantor.
c. No - The grantor merely con
veys whatever title the
grantor may have, without
any warranty.
d. No - Any deed should be re
corded, and a quitclaim
deed does not bar the
purchase of title insurance.
a. No - Only one general partner is
required.
b. No - The agreement does not
limit the rights of creditors
to resort to limited
partnership property.
c. Yes - The contributions of a lim
ited partner must be cash
or other property. Services
are not a valid contribu
tion.
d. No - The surname of a limited
partner may not, with
some exceptions, appear
in the partnership name.
(ULPA: 1,4,5)

19. a. No - Darby receives $17,000,
one-third of assets remain
ing after payment of cred
itors, Kimball's loan, and
the capital contributions of
Kimball and Thompson.
b. No - Thompson
receives
$32,000, consisting of his
$15,000 capital contribu
tion and his $17,000 share
of remaining assets.
c. Yes - Kimball receives his
$20,000 loan, his $25,000
capital, and his $17,000
share of remaining assets.
d. No - Partners' loans and capital
contributions have prior
ity following creditors'
claims. (UPA: 40)
20. a. No - A limited partner's interest
is assignable.
b. No - He is entitled to a share of
the profits, but not interest
on his contributions.
c. No - A limited partner may not
participate in manage
ment, and is not a
fiduciary.
d. Yes - A partner's gross income
includes his or her dis
tributive share of the
partnership's gross in
come, regardless of what
was actually withdrawn.
(ULPA: 19, 10; IRC: 702.)
21. a. No - A limited partner who
makes loans to the partner
ship is entitled to receive,
with general creditors, a
pro rata share of the assets.
b. No - Fisk's loan has priority
equal to claims of other
creditors. Also, limited
partners' share of profits
are superior to their capital
contributions.
c. No - The last item is the claims
of general partners in re
spect to their capital con
tributions.
d. No - A limited partner may not
hold a security interest in
partnership property.
Note: This problem appears to
have no correct answer
(ULPA: 13,23)
22. a. No - It was proper for Stillwell
to act as agent for an undis
closed principal.
b. No - Stillwell is entitled to
reasonable compensation,
but the $50,000 was merely
the limit of his authority.
c. No - Since Stillwell acted within
the scope of his authority,
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Number 1 (Estimated time — 25 to 30
minutes)

Instructions

Select the best answer for each of the fol
lowing items.
1. In the event the purchaser seeks to
rescind a contract for the purchase of land
because of the seller's misrepresentation
(as contrasted with seeking damages for
the tort of fraud), the plaintiff (purchaser)
a. Need not show knowledge of fal
sity on the defendant's part (seller)
in order to recover.
b. Need not show reliance upon the
misrepresentation on his part in
order to recover.
c. Can resort to the Statute of
Frauds in order to obtain a rescis
sion on the contract.
d. Will prevail only if there was
misrepresentation in the execution
which renders the contract void.
2. A contract for the purchase and sale of
real property
a. Must be signed by both parties
in order to be binding on either.
b. Must be contained in a for
malized, signed, and notarized
document if the contract is to be en
forceable.
c. Is not assignable unless specifi
cally authorized in the contract.
d. Contains an implied promise
that the title to the property to be
conveyed is marketable.
Items 3 and 4 are based on the following
information:
Matson loaned Donalds $1,000 at 8%
interest for one year. Two weeks before
the due date, Matson called upon Donalds
and obtained his agreement in writing to
modify the terms of the loan. It was agreed
that on the due date Donalds would pay
$850 to Cranston, to whom Matson owed
that amount, and pay the balance plus
interest to his son, Arthur, to whom he
wished to make a gift.
3. Which of the following statements is
legally valid with respect to the events
described above?
a. Because Matson never received
the interest on the Donalds loan, he
will not have to include it in his
gross income for federal income tax
purposes.
b. Matson has irrevocably assigned
the debt to Cranston and Arthur.
c. In the event of default by
Donalds, Cranston must first pro
ceed against him before seeking re
course against Matson.
d. Neither of the agreements be
tween Matson and Donalds needs to
be in writing.
4. Under the modified terms of the loan,
Cranston and/or Arthur have what legal
standing?
a. Cranston is a creditor ben
eficiary and Arthur is a donee bene
ficiary.
b. Cranston has the right to prevent
Matson’s delegation if he gives
timely notice.
c. If Cranston is to be able to pro
ceed against Donalds, he must have
received notice of Donalds' promise
to pay him the $850 prior to the due
date.
d. Arthur is an incidental ben
eficiary.
5. Fox, Harrison, and Dodge are the
general partners of Great Expectations, a
limited partnership. There are 20 limited
partners. The general partners wish to
add two more general partners and sell
additional limited partnership interests to
the public. The limited partnership cer
tificate is silent on these matters. The gen
eral partners
a. Can admit the two additional
partners as general partners with
out the consent of the limited
partners if the general partners vote
unanimously to do so.
b. Cannot admit additional limited
partners unless there is unanimous
written consent or ratification of
their action by the limited partners,
c. Can admit additional limited
partners if a majority of the general
and limited partners consent to do
so.
d. Cannot admit any general or lim
ited partners without amending the
written partnership agreement.
6. Gregor paid $100 to Henry for a
thirty-day written option to purchase
Henry's commercial real property for
$75,000. Twenty days later Henry re
ceived an offer from Watson to purchase
the property for $85,000. Henry promptly
notified Gregor that the option price was
now $85,000, or the option was revoked.
Gregor said he would not pay a penny
more than $75,000 and that he still had 10
days remaining in the option. On the 28th
day of the option Gregor telephoned
Henry that he had decided to exercise the
option; he tendered his $75,000 check the
next day which was to be held in escrow
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until delivery of the deed. Henry refused
to accept the tender stating that he had
decided not to sell and that he was going
to retain the property for the present.
Which of the following best describes the
legal rights of the parties involved?
a. Henry effectively revoked his
offer to sell because he did this prior
to Gregor's acceptance.
b. Consideration given for the op
tion is irrelevant because the option
was in writing and signed by Hen
ry.
c. Because Gregor's acceptance was
not in writing and signed, it is in
valid according to the Statute of
Frauds.
d. Gregor’s acceptance was valid,
and in the event of default he may
obtain the equitable remedy of
specific performance.

occupying the premises for two years, Un
limited sublet the premises to Fantastic
Frocks for the balance of its term, less one
day, at $2,000 per month. Unlimited
moved out on a Sunday and removed all
its personal property and trade fixtures
such as portable clothing racks, cash reg
isters, detachable counters, etc. Which of
the following best describes the legal
status of the parties involved?
a. Unlimited has not breached its
contract with Suburban.
b. Suburban is entitled to the addi
tional $500 rental paid each month
by Fantastic to Unlimited.
c. Removal of the trade fixtures in
question by Unlimited was im
proper and it can be held liable to
Suburban for their fair value.
d. Fantastic is a tenant of Subur
ban.

7. Martinson Services, Inc., agreed to
rent two floors of office space in Jason's
building for five years. An escalation
clause in the lease provided for a $200 per
month increase in rental in the fifth year
of occupancy by Martinson. Near the end
of the fourth year, during a serious
economic recession, Martinson's busi
ness was doing very poorly. Martinson
called upon Jason to inform him that Mar
tinson could not honor the lease if the rent
was increased in the fifth year. Jason
agreed in a signed writing to allow Mar
tinson to remain at the prior rental, and
Martinson did so. At the end of the fifth
year Martinson moved to another office
building. Then, Jason demanded pay
ment of $2,400 from Martinson.
What is the legal standing of the parties
involved?
a. A binding accord and satisfac
tion has resulted between the par
ties.
b. The agreed upon rent reduction
is valid due to the increased burden
of performance as a result of events
beyond Martinson's control.
c. Martinson's relinquishment of
the legal right to breach the contract
provides the consideration for the
reduction in rent.
d. The writing signed by Jason
does not bind him to the agreed re
duction in rent.
8. Franklin's will left his ranch "to his
wife, Joan, for her life, and upon her death
to his sons, George and Harry, as joint
tenants.” Because of the provisions in
Franklin's will
a. Joan cannot convey her interest
in the ranch except to George and
Harry.
b. The ranch must be included in
Joan's estate for federal estate tax
purposes upon her death.
c. If George predeceases Harry,
Harry will obtain all right, title, and
interest in the ranch.
d. Joan holds the ranch in trust for
the benefit of George and Harry.

12. Norton owned and operated a truck
ing business. He was financially hard
pressed and obtained a loan from the First
State Bank "secured by his equipment
and including all other chattels and per
sonal property used in his business.” The
loan security agreement was properly
filed in the county records office. In addi
tion, Norton obtained a loan from the
Title Mortgage Company; the loan was
secured by a first mortgage on all the real
property used in the trucking business.
Norton is now insolvent and a petition in
bankruptcy has been filed. Which of the
following is a correct statement concern
ing the security interests in the proper
ties?
a. If Title Mortgage failed to record
its mortgage, the trustee in bank
ruptcy will be able to defeat Title's
security interest.
b. Norton's central air condition
ing and heating system is included
in First State's security interest.
c. If Title Mortgage did not record
its mortgage, First State is entitled
to all fixtures, including those per
manently annexed to the land.
d. A sale of all the personal and real
business property by Norton to a
bona fide purchaser will defeat First
State's security interest unless First
State recorded its security interest
in both the appropriate real and
personal property recordation of
fices.
13. Lutz sold his moving and warehouse
business, including all the personal and
real property used therein, to Allen Van
Lines, Inc. The real property was encum
bered by a $300,000 first mortgage upon
which Lutz was personally liable. Allen
acquired the property subject to the
mortgage. Two years later, when the
mortgage outstanding was $260,000,
Allen decided to abandon the business
location because it had become unprofit
able and the value of the real property was
less than the outstanding mortgage. Allen
moved to another location and refused to
pay the installments due on the mortgage.
What is the legal status of the parties in
regard to the mortgage?
a. Allen took the real property free
of the mortgage.
b. Allen breached its contract with
Lutz when it abandoned the loca
tion and defaulted on the mortgage,
c. Lutz must satisfy the mortgage
debt in the event that foreclosure
yields an amount less than the un
paid balance.
d. If Lutz pays off the mortgage, he
will be able to successfully sue Allen
because Lutz is subrogated to the
mortgagee's rights against Allen.

9. Higgins contracted to pay $3,500 to
Clark for $4,000 of thirty-day accounts re
ceivables that arose in the course of
Clark's office equipment leasing busi
ness. Higgins subsequently paid the
$3,500. What is the legal status of this con
tract?
a. Thecontract is within theStatute
of Fraud.
b. If Higgins failed to notify the
debtors whose accounts were
purchased, they will, upon pay
ment in good faith to Clark, have no
liability to Higgins.
c. Thecontract inquestion is illegal
because it violates the usury laws,
d. Higgins will be able to collect
against the debtors free of the usual
defenses which would be assertible
against Clark, e.g., breach of con
tract.
10. Barnes agreed to purchase from Da
rn ion 1,000 shares of Excelsior Photo, Inc.,
stock at $100 per share. Barnes was in
terested in obtaining control of Excelsior,
whose stock was very closely held. The
stock purchase agreement contained the
following clause: "This contract is subject
to my (Barnes') obtaining more than 50%
of the shares outstanding of Excelsior
Photo stock.” In this situation
a. The contract is not binding on
Damion because it lacks considera
tion on Barnes' part, i.e., unless he
obtained more than 50%, he is not
liable.
b. The contract is subject to an ex
press condition precedent.
c. Specific performance would not
be available to Barnes if Damion re
fuses to perform.
d. While the contract is executory,
Damion cannot transfer good title to
a third party who takes in good
faith.
11. Unlimited Fashions, Inc., leased a
store in the Suburban Styles Shopping
Center for five years at $1,500 a month.
The lease contained a provision which
prohibited assignment of the lease. After

14. An exemption from the full registra
tion requirements under federal securi
ties law is generally accorded those offer
ings by an issuer whose aggregate offer
ing price during any twelve-month
period
a.
Does not exceed $90,000.
b.
Does not exceed $300,000.
c.
Does not exceed $500,000.
d. Doesnotexceed 10 percentofthe
value of the issuer's securities then
outstanding.
15. Issuer, Inc., a New York corporation
engaged in retail sales within New York
City, was interested in raising $1,000,000
in capital. In this connection it ap
proached through personal letters
eighty-eight people in New York, New
Jersey, and Connecticut, and then fol
lowed up with face-to-face negotiations
where it seemed promising to do so. After
extensive efforts in which Issuer d isclosed
all the information that these people re
quested, nineteen people from these areas
purchased Issuer's securities. Issuer did
not limit its offers to insiders, their rela
tives, or wealthy or sophisticated inves
tors. In regard to this securities issuance,
a. The offering is probably exempt
from registration under federal se
curities law as a private placement,
b. The offering is probably exempt
from registration under federal se
curities law as a small offering.

c. The offering is probably exempt
from registration under federal se
curities law as an intrastate offer
ing.
d. The offering probably is not
exempt from registration under
federal securities law.
16. Mr. Jackson owns approximately 40%
of the shares of common stock of Triad
Corporation. The rest of the shares are
wisely distributed among over 2,000
shareholders. Jackson has had a number
of personal problems related to other
business ventures and would like to raise
about $2,000,000 through the sale of some
of his shares. He accordingly approached
Underwood & Sons, an investment bank
ing house in which he knew one of the
principals, to purchase his Triad shares
and distribute the shares to the public at a
reasonable price through its offices in the
United States. Any profit on the sales
could be retained by Underwood pur
suant to an agreement reached between
Jackson and Underwood. In this situation
a. The securities to be sold proba
bly do not need to be registered
with the Securities and Exchange
Commission.
b. Underwood & Sons probably is
not an underwriter as defined in the
federal securities law.
c. Jackson probably is considered
the issuer under federal securities
law.
d. Under federal securities law, no
prospectus is required to be filed in
connection with this contemplated
transaction.

Number 2 (Estimated time — 25 to 30
minutes)

Instructions
Select the best answer for each of the fol
lowing items.
17. Harrison purchased Bigacre from
Whitmore. The deed described the real
property conveyed and the granting
clause read: "Seller hereby releases, sur
renders, and relinquishes to buyer any
right, title, or interest that he may have in
Bigacre.” The deed contained no cove
nants. What is Harrison's legal status con
cerning title to Bigacre?
a. Harrison has obtained a
quitclaim deed.
b. If an adverse claimant ousts Har
rison from Bigacre, Harrison will
have recourse against Whitmore.
c. The only warranty contained in
the deed is an implied warranty of
marketability of title.
d. Harrison's deed is neither insur
able nor recordable.
18. Martin Cosgrove induced Harold
Watts, Charles Randall, and James How
ard to join him in a partnership venture.
Cosgrove is a sophisticated investor. He
proposed that Watts, Randall, and How
ard each contribute $100,000 cash to a lim
ited partnership which would consist of
himself as general partner and the others
as limited partners. Cosgrove was to con
tribute $50,000, but he was to share
equally in all profits and assume all losses
in excess of $50,000 upon dissolution.
Under these circumstances.
a. The purported creation of a lim
ited partnership is invalid because
there must be at least two general
partners.
b. Creditors of the limited partner
ship would have to sue Cosgrove for
any deficiency of assets in liquida
tion in excess of $50,000 before
being able to resort to limited
partnership property above this
amount.
c. If one of the limited partners
agreed in the certificate to contrib
ute $100,000 cash but instead con
tributed $90,000 in cash and $10,000
in services, he may be held liable to
the partnership creditors for
$10,000.
d. The limited partnership can
properly be called the Cosgrove,
Watts, Randall & Howard Investing
Company, Limited Partnership.
19. Kimball, Thompson, and Darby
formed a partnership. Kimball contrib
uted $25,000 in capital and loaned the
partnership $20,000; he performed no
services. Thompson contributed $15,000
in capital and part-time services, and
Darby contributed only his full-time ser
vices. The partnership agreement pro
vided that all profits and losses would be
shared equally. Three years after the for
mation of the partnership, the three
partners agreed to dissolve and liquidate
the partnership. Firm creditors, other
than Kimball, have bona fide claims of
$65,000. After all profits and losses have
been recorded there are $176,000 of assets
to be distributed to creditors and
partners. When the assets are distributed
a. Darby receives nothing since he
did not contribute any property.

b. Thompson receives $45,333 in
total.
c. Kimball receives $62,000 in total.
d. Each partner receives one-third
of the remaining assets after all the
firm creditors, including Kimball,
have been paid.

20. Bonanza Real Estate Ventures is a lim
ited partnership created pursuant to the
law of a state which has adopted the Uni
form Limited Partnership Act. It has three
general partners and 1,100 limited
partners living in various states. The lim
ited partnership interests were offered to
the general public at $5,000 per partnership interest. Johnson purchased a
limited-partnership interest in the
Bonanza Real Estate Ventures. As such,
he
a. Cannot assign his limited
partnership interest to another per
son without the consent of the gen
eral partners.
b. Isentitled to interest on hiscapi
tal contribution.
c. Is a fiduciary vis-a-vis the lim
ited partnership and its partners.
d. Must include his share of the
limited-partnership taxable profits
in his taxable income even if he
does not withdraw anything.
21. Donald Fisk is a limited partner of
Sparta Oil Development. He paid $10,000
for his limited-partnership interest. In
addition, he loaned Sparta $7,500. Sparta
failed to find oil and is in financial diffi
culty. Upon dissolution and liquidation,
a. Donald Fisk will receive repay
ment of his loan only after all out
side general creditors have first
been satisfied, but prior to any
other distributions.
b. Donald Fisk will receive repay
ment, along with the other limited
partners, in respect to his capital
and loan after all other creditors
have been satisfied.
c. The last item to be distributed, if
anything remains, is to the general
partners in respect to profits.
d. If Donald Fisk holds partnership
property as collateral, he may resort
to it to satisfy any deficiency if
partnership assets are insufficient
to meet creditors' claims.
22. Filmore hired Stillwell as his agent to
acquire Dobbs' land at a price not to ex
ceed $50,000; the land is badly needed to
provide additional parking space for Filmore's shopping center. In order to pre
vent Dobbs from asking for an exorbitant
price, Filmore told Stillwell not to disclose
his principal. Stillwell subsequently
purchased the land for $45,000. Under
these circumstances
a. Stillwell and Filmore committed
fraud when they did not disclose
the fact that Stillwell was Filmore's
agent.
b. Absent an agreement regarding
the compensation to be paid
Stillwell, he is entitled to the differ
ence between the $50,000 limitation
and the$45,000 he paid for the land;
i.e., $5,000 based upon quasi con
tract.
c. Dobbs may rescind the contract
upon his learning the truth as long
as the conveyance has not been ac
complished.
d. Dobbs may sue either Filmore or
Stillwell on the contract in the event
of default by Filmore.
23. The partnership of Baker, Green, and
Madison is insolvent. The partnership's
liabilities exceed its assets by $123,000.
The liabilities include a $25,000 loan from
Madison. Green is personally insolvent,
his personal liabilities exceed his personal
assets by $13,500. Green has filed a volun
tary petition in bankruptcy. Under these
circumstances, partnership creditors
a. Must proceed jointly against the
partnership and all the general
partners so that losses may be
shared equitably among the
partners.
b. Rank first in payment and all (in
cluding Madison) will share propor
tionately in the partnership assets
to be distributed.
c. Will have the first claim to
partnership property to the exclu
sion of the personal creditors of
Green.
d. Have the right to share pro rata
with Green's personal creditors
Green's personal assets.
24. Jack Gordon, a general partner of Vi
sions Unlimited, is retiring. He sold his
partnership interest to Don Morrison for
$80,000. Gordon assigned to Morrison all
his rights, title, and interests in the
partnership and named Morrison as his
successor partner in Visions. In this situa
tion
a. The assignment to Morrison dis
solves the partnership.
b. Absent any limitation regarding
the assignment of a partner's in
terest, Gordon is free to assign it at
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his will.
c. Morrison is entitled to an equal
voice and vote in the management
of the partnership, and he is enti
tled to exercise all the rights and
privileges that Gordon had.
d. Morrison does not have the
status of a partner, but he can, upon
demand, inspect the partnership
accounting records.
25. Morton, a senior staff member of Wil
cox & Southern, CPAs, has been offered
the opportunity to become a junior part
ner of the firm. However, to be admitted
to the partnership he must contribute
$30,000 to the partnership's capital, and
he does not have that amount of money. It
is estimated that the partnership interest
in question is worth at least $100,000. The
partnership agreement is silent on as
signment of a partner's interest. Morton
accepts the offer and becomes a junior
partner.
a. Morton could assign his partner
ship interest to a bank or other lend
ing institution as security for a loan
to acquire his partnership interest,
b. Morton is personally liable for all
debts of the partnership, past and
present, unless the partnership
agreement provides otherwise.
c. Since Morton is only a junior
partner with very little say in the
management of the firm and the
selection of clients, he has the legal
status of a quasi limited partner.
d. If Morton pledged his partner
ship interest as security for a loan to
acquire his partnership interest, the
transaction created a sub
partnership between himself and
the lending institution.
26. Menlow Corporation dismissed Gib
son, its purchasing agent, for incompe
tence. It published a notice in the appro
priate trade journals which stated: "This
is to notify all parties concerned that Gib
son is no longer employed by the Menlow
Corporation and the corporation assumes
no further responsibility for his acts."
Gibson called on several of Menlow's
suppliers with whom he had previously
dealt, and when he found one who was
unaware of his dismissal, he would place
a substantial order for merchandise to be
delivered to a warehouse in which he had
rented space. Menlow had rented
warehouse space in the past when its
storage facilities were crowded. Gibson
also called on several suppliers with
whom Menlow had never dealt; he would
present one of his old business cards to
the secretary and then make purchases on
open account in the name of Menlow.
Gibson then sold all the merchandise de
livered to the warehouse and absconded
with the money. In this situation,
a. Gibson had continuing express
authority to make contracts on Men
low's behalf with suppliers with
whom he had previously dealt as
Menlow's agent, if they were un
aware of his dismissal.
b. The suppliers who previously
had no dealings with Menlow can
not enforce the contracts against
Menlow even if the suppliers were
unaware of Gibson's lack of author
ity.
c. Menlow is liable on the Gibson
contracts to all suppliers who had
dealt with Gibson in the past as
Menlow's agent.
d. Constructive notice via publica
tion in the appropriate trade jour
nals is an effective notice to all third
parties regardless of whether they
had dealt with Gibson or read the
notice.
27. Head is a crane operator for Magnum
Construction Corporation. One day while
operating the crane he negligently swung
the crane into another building, which
caused extensive damage to the other
building and the crane. The accident also
resulted in fracturing Head's elbow and
dislocating his hip. In this situation,
a. Head is liable for the damages he
caused to the crane and the build
ing.
b. Magnum's liability is limited to
the damage to the building only if
Head was acting within the scope of
his authority.
c. Magnum will not be liable for
damage to the building if Head's
negligence was in clear violation of
Magnum's safety standards and
rules regarding operation of the
crane.
d. Head is not entitled to work
men's compensation.
28. An agency relationship
a. Must be in writing if it is to be
legally enforceable.
b. Creates a fiduciary duty on the
principal's part.
c. Can be created by estoppel, i.e.,
implied as a matter of law.
d. Is normally delegatable as a mat
ter of law.

29. Charles Wilson and Donald Black de
cided to merge their competing business
proprietorships. The resulting partner
ship was established by a mere hand
shake. The oral partnership agreement
did not cover profit sharing or salaries.
For this partnership,
a. The federal antitrust laws do not
apply.
b. The Statute of Frauds does not
require Wilson and Black's agree
ment to be in writing.
c. The partnership is voidable by
the creditors of either proprietor
ship.
d. Wilson is entitled to a reasonable
salary for his services as managing
partner.
30. The ratification doctrine
a. Is not applicable to situations
where the party claiming to act as
the agent for another has no express
or implied authority to do so.
b. Isdesigned to apply to situations
where the principal was originally
incompetent to have made the con
tract himself, but who, upon be
coming competent, ratifies.
c. Requires the principal to ratify
the entire act of the agent and the
ratification is retroactive.
d. Applies only if the principal ex
pressly ratifies in writing the con
tract made on his behalf within a
reasonable time.
31. Normally a principal will not be liable
to a third party
a. On a contract signed on his be
half by an agent who was expressly
forbidden by the principal to make
it and where the third party was
unaware of the agent's limitation.
b. On a contract made by his agent
and the principal is not disclosed,
unless the principal ratifies it.
c. For torts committed by an inde
pendent contractor if they are
within the scope of the contract.
d. On a negotiable instrument
signed by the agent in his own
name without revealing he signed
in his agency capacity.
32. Digital Sales, Inc., leased office space
from Franklin Rentals for a five-year
period. The lease did not contain any pro
visions regarding insurance by the lessee.
During the term of the lease the office
building was gutted by a fire that started
in an adjacent building and spread to
Franklin's building. In this situation
a. Digital has an implied obligation
to insure the portion of the building
it leased, to protect its interest in the
property and that of the lessor.
b. Digital has an insurable interest
in the building, but only to the ex
tent of the value of its leasehold.
c. If the building is fully occupied
and leased on long-term leaseholds,
Franklin has no insurable interest.
d. If Franklin sold the building, it
could nevertheless continue the in
surance coverage and collect on the
policy because its insurable interest
in the building runs from its prior
ownership.

Number 3 (Estimated time — 25 to 30
minutes)
Instructions
Select the best answer for each of the
following items.
33. Cutler sent Foster the following offer
by mail:
I offer you 150 Rex portable electric
typewriters, model J-1 at $65 per
typewriter, FOB your truck at my
warehouse; terms 2/20, net/30. I am
closing out this model, hence the
substantial discount. Accept all or
none.
(signed) Cutler
Foster immediately wired back:
I accept your offer re the Rex electric
typewriters, but will use Red Ball
Express Company for the pickup, at
my expense of course. In addition,
if possible, could you have the
shipment ready by Tuesday at 10:00
AM because of the holidays?
(signed) Foster
a. The purported acceptance is in
valid since it states both additional
and different terms than those con
tained in the offer.
b. A purported acceptance which
ordered 50 Rex electric typewriters
would be valid.
c. Assuming the acceptance to be
valid, it will not be effective until
received by Cutler.
d. A purported acceptance which
read, "Shipment must be ready by
Tuesday at 10:00 AM or forget it."
would constitute a counteroffer.
34. Carter purchased goods from Dunn
for $450. Dunn orally made an express
warranty of fitness of the goods for the
particular purpose described by Carter. In

addition, Dunn orally disclaimed "all
warranty protection." The express war
ranty of fitness
a. Is irrelevant in any event, be
cause it is superceded by the Uni
form Commercial Code section
which creates an implied warranty
of fitness.
b. Is valid even though not in writ
ing.
c. Is effectively negated by the gen
eral disclaimer clause assuming
both the warranty and disclaimer
are in writing.
d. Coupled with the disclaimer, ef
fectively negates all Carter's im
plied warranty protection.
35. Workmen's compensation laws
a. Are uniform throughout the
United States with the exception of
Louisiana.
b. Have not been adopted by all
states except where required by
federal law.
c. Do not preclude an action against
a third party who has caused an in
jury.
d. Do not cover employees injured
outside the jurisdiction.

Items 36 and 37 are based on the follow
ing information:
On February 1, 1975, Barron Explosives
received an order from Super Construc
tion, Inc., for 200 cases of dynamite at $25
per case with terms of 2/10, net/30, for
delivery within two months, FOB seller's
warehouse. The order was duly accepted
in writing by Barron. Super soon discov
ered that it was already overstocked with
dynamite and, therefore, it contacted
Chubb Construction Company to see if it
would be interested in taking over the
contract. Chubb Construction Company
indicated it would take over the contract
and signed the following agreement on
February 10, 1975:
Super Construction, Inc., hereby
assigns its contract for the purchase
of 200 cases of dynamite at $25 per
case ordered from Barron Explo
sives on February 1,1975, to Chubb
Construction Company. Chubb
Construction hereby accepts.
(Signed) Super, President
Super Construction, Inc.
(Signed) Chubb, President
Chubb Construction Company
Since February 1, 1975, the price of dyna
mite has increased substantially, and as a
result, Super wishes to avoid the assign
ment and obtain the dynamite for itself.
Barron wishes to avoid have to deliver to
either party.
36. Which of the following statements
best describes the legal status of the par
ties to the contract?
a. Barron can avoid its obligation
on the contract if it has reasonable
grounds for insecurity because
Chubb's credit rating is inferior to
that of Super's.
b. The assignment in question
transfers to Chubb both the rights
and the duties under the contract.
c. Super can avoid the assignment
to Chubb based upon the fact that it
is lacking in consideration on
Chubb's part.
d. The contract is not assignable
because it would materially vary
Barron's duty to perform.
37. Assume that instead of Super Con
struction assigning the contract Barron
Explosives found that it could not per
form, and therefore, it assigned the con
tract to a nearby competitor, Demerest
Explosives. Demerest promised Barron it
would perform on the Super contract and
expressly released Barron from any re
sponsibility. Demerest subsequently de
faulted and has refused to deliver.
a. Barron's delegation of its duty to
perform to Demerest Explosives
constitutes an anticipatory breach
of contract.
b. Super Construction need not
perform since the assignment of the
contract materially alters its burden
of performing.
c. Super Construction can im
mediately proceed against Barron
upon default by Demerest.
d. Super Construction has recourse
only against Barron.
38. Haworth Discount Stores mailed its
order to Eagle Recordings, Inc., for 100
eight-track cassette recordings of "Swan
Songs" by the Paginations at $5.50 per
cassette. Eagle promptly wired its accep
tance, delivery to take place within two
weeks from date of Haworth's order and
terms of net 30 days. Before delivery was
made by Eagle, the retail price of this re
cording by the Paginations fell to $4.95.
Haworth Discount informed Eagle of this
and pleaded with Eagle, "Because we
have been good customers give us a break
by either reducing the price to $4.95 so we
can break-even or by allowing us to cancel
the order." Eagle's sales manager called

Haworth the next day and informed them
that the price would be $4.95 per cassette,
not the price that appeared on the original
invoice.
The modification of the initial
Haworth-Eagle contract
a. Fails due to lack of considera
tion.
b. Need not satisfy the Statute of
Frauds.
c. Must be written and signed by
the parties to be valid if no consid
eration isgiven by the party seeking
to rely upon the modification.
d. Is voidable by Eagle at any time
prior to shipment of the 100 cas
settes.
39. A merchant made the following offer:
"I offer you 100 cases of No. 3 macaroni at
$13.50 per case. This offer is irrevocable
for ten days." In which of the following
situations would the offer be irrevocable
because it is a "firm offer" or option con
tract under the Uniform Commercial
Code?
a. The offer was made orally and
admitted to in court by the seller.
b. The offer was written and signed
by the seller.
c. The offer was written and signed
by the seller, but the second sen
tence read: "Acceptance must be
made within ten days."
d. Like all previous contracts for
macaroni between the offeror and
offeree, the offer was made by tele
phone.
40. Marvin purchased a new 1975 au
tomobile from Excellent Auto Sales. The
car was fully warranted by the manufac
turer, Specific Motors, for one year or
20,000 miles whichever occurred sooner.
There was no warranty disclaimer by
either the manufacturer or the retailer.
The car contained a hidden defect insofar
as the retailer was concerned, i.e., one
that could not be discovered with reason
able care except during manufacture. The
defect caused Marvin to have a serious
accident which damaged the car and in
jured him. Which of the following state
ments is true regard ing the status of Mar
vin's contract?
a. Marvin is not in privity of con
tract with Specific Motors.
b. Excellent Auto has no liability to
Marvin in that it could not have dis
covered the defect.
c. The Uniform Commercial Code
abolished the privity requirement
in cases such as this.
d. Marvin may recover only for the
damage to the car and the replace
ment of the defective parts.
41. Visco Sales, Inc., sent Nails Manufac
turing Corporation the following tele
gram:
We need 2,000 two-pound boxes of
your best grade two-inch roofing
nails. Ship at once.
Visco Sales, S. Peters,
V.P. of Purchasing
a. The telegram is too indefinite
and uncertain to constitute an offer,
b. Acceptance by Nails will not
take place until receipt of the ship
ment by Visco.
c. The telegram is not an offer, but a
mere invitation to do business.
d. The telegram constitutes a
signed writing which would be en
forceable against Visco under the
Statute of Frauds, assuming the
nails would cost $500 or more.
42. Carter Corporation loaned $500,000 to
Devon Corporation pursuant to an oral
agreement granting a security interest in
certain shares of stock held by Devon.
Carter sought to have Devon sign a se
curity agreement granting a security in
terest in the shares. Devon refused to sign
any agreement, but instead delivered the
stock certificates in question to Carter.
a. The security interest of Carter is
not perfected until Devon signs the
security agreement or Carter files a
financing statement, whichever
first occurs.
b. Carter must file a financing
statement, or a copy of a security
agreement, signed by the debtor to
perfect its security interest.
c. Carter has a perfected security
interest in the collateral.
d. Carter must sign the agreement,
and a financing statement, and file
either one of them to perfect its
security interest in the shares of
stock.
43. On February 1, 1975, Colonial Indus
tries ordered 10,000 feet of two-inch pipe
in 20-foot lengths from the Eire Steel
Company. Delivery was to be made on or
before March 15, time being of the es
sence, FOB buyer's loading platform, cash
on delivery. Eire Steel accepted the order.
On February 15, Eire informed Colonial
that its biggest customer had just pur
chased and taken delivery of its entire
stock of two-inch pipe and that it would
be impossible for Eire to deliver the pipe

until May 15, at the earliest. Colonial de
manded that Eire perform as agreed; Eire
apologized but reiterated its prior posi
tion that it was now impossible for them
to perform until the Middle of May.
a. Eire's action of February 15 con
stituted an anticipatory repudiation
of the contract.
b. Colonial must "cover" (procure
the same or similar goods
elsewhere) within a reasonable time
in order to determine the damages
recoverable.
c. If Colonial waits for performance
by Eire and tenders the amount due
on March 15, it can recover damages
of the difference between the con
tract price and the market value on
March 15.
d. Because Eire had sold and deliv
ered all its supply of two-inch pipe,
it can successfully plead impossibil
ity of performance in order to avoid
liability.
44. Busby & Nelson, a general partner
ship, is a small furniture manufacturing
company located in a southwestern state.
It sells most of its products to fine furni
ture stores in Chicago, Los Angeles, and
New York. It employs 50 skilled workmen
and 10 other employees. Busby & Nelson
has elected not to be covered under the
state law which provides for elective
workmen's compensation coverage be
cause its safety standards are excellent,
and there has not been a serious employee
injury for several years. Busby & Nelson
a. Would not be held liable for
workmen's compensation to an in
jured employee if the injury was
due to the employee's negligence,
b. Is obligated to pay workmen's
compensation benefits to its
employees even though such cover
age was optional.
c. Is subject to lawsuits for damages
by injured employees and may not
assert the common-law defenses
such as contributory negligence.
d. Cannot create any type of pen
sion plan for the partners and its
employees which will permit pay
ments thereto to be deducted in
whole or part for federal-income-tax
purposes.

45. Case Corporation manufactures elec
tric drills and sells them to retail hardware
stores. Under the Uniform Commercial
Code, it is likely that
a. The drills are inventory in Case's
hands.
b. The drills are equipment in
Case's hands.
c. The raw materials on hand to be
used in the manufacturing of the
drills are not inventory in Case's
hands.
d. The drills are considered
equipment in the hands of the
hardware stores who purchased
them.
46. Draper Corporation, a retail mer
chant, was indebted to Cramer Corpora
tion in the amount of $25,000 arising out
of the sale of goods delivered to Draper on
credit. Cramer and Draper signed a se
curity agreement creating a security in
terest in certain collateral of Draper. The
collateral was described in the security
agreement as "the inventory of Draper
Corporation, presently existing and
therefore acquired." This description of
Draper's collateral
a. Is insufficient because it is too
broad.
b. Is sufficient.
c. Must be more specific for the
security interest to be perfected.
d. Is sufficient, but the security in
terest is valid only insofar as it is
limited to Draper's presently exist
ing inventory.
47. On May 1, Dixie Corporation bor
rowed $100,000 from Clark Bank. The
bank filed a financing statement on that
date. On May 5, Dixie signed a security
agreement granting the bank a security
interest in its inventory, its accounts re
ceivable, and the proceeds from the sale of
its inventory and collection of its accounts
receivable. The bank's security interest
a. Was perfected on May 1.
b. Was not perfected until a copy of
the security agreement was filed.
c. Was perfected on May 5.
d. Attached on May 1.
48. Hadley, Baxendale, & Champagne,
CPAs, is a large national accounting firm.
Its clients are some of the largest corpora
tions in the United States. As such
a. The firm could not incorporate
for federal-income-tax purposes.
b. The partners, not being
employees, are not covered by the
federal Social Security Act.
c. The firm is subject to the federal
antitrust laws.
d. The firm is exempt from state
workmen's compensation laws.
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Dobbs has no right to re
scind.
27.
d. Yes - Where the principal was
undisclosed at the time of
the contract, it may be en
forced against either the
agent or the principal.
23. a. No - But a partner against
whom judgment is ob
tained has a right to con
tribution from the other
partners.
b. No - A partner's loan is subor
dinate to the claims of
other creditors.
c. Yes - Partnership creditors have
first claim to partnership
assets.
d. No - Personal creditors of an
28.
individual partner have
first claim against the
partner's personal assets.
(UPA: 40)
24. a. No - A conveyance by a partner
of a partnership interest
does not of itself dissolve
the partnership.
b. Yes - But the assignment merely
entitles the assignee to re
ceive the assigning part
ner's profits, and his in
terest upon dissolution.
c. No - The assignee has no right
to interfere in the man
29.
agement.
d. No - The assignee is not entitled
to inspect the books.
(UPA: 27)
25. a. Yes - This would entitle the
bank to Morton's share of
the profits, and to his in
terest in case of dissolu
tion.
b. No - Incoming partner's liabil
ity for obligations arising
30.
before his admission is
limited to what can be
satisfied out of partnership
property.
c. No - There is no legal distinc
tion between Morton and
other partners.
d. No - No partnership rules ap
ply. (UPA: 17,9)
26. a. No - His express authority had
been terminated, but he
had apparent authority.
31.
b. Yes - They had constructive
notice via publication in
appropriate trade journals
that Gibson's authority
had been terminated.
c. No - Only to those who did not
know of Gibson's dismis
sal.
d.
No - Suppliers who had dealt
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a.

b.

c.

d.

a.

b.

c.

d.

a.
b.

c.

d.

a.

b.

c.

d.

a.

b.

c.

d.

with Gibson were entitled
to actual notice.
Yes - An individual, including
an employee, is liable for
the consequences of torts
committed.
No - An employer is liable for
torts committed by an
employee in the course of
employment.
No - Violations of instructions
by employees do not re
lieve employers of liability
to third persons.
No - Workmen's compensation
benefits are available,
even where the inquiry re
sults from the employee's
own negligence.
No - Not unless the contract
comes under the Statute of
Frauds, as where it cannot
be performed within a
year.
No - It is the agent who acts in
behalf of the principal.
Yes - When someone purports
to be an agent with the
knowledge of the pre
sumed principal, and a
third person relies upon
the apparent authority.
No - Not without the princi
pal's consent.
No - The antitrust laws apply to
all business enterprises.
Yes - A partnership agreement,
as such, is not one re
quired to be written.
No - They become creditors of
the partnership.
No - A partner is not entitled to
remuneration for acting in
the partnership business.
No - There are situations where
it does apply.
No - There can be no ratifica
tion of a contract made
while the principal was in
competent.
Yes - It places all parties where
they would have been had
the agent acted with au
thority .
No - Ratification may be ex
press or implied.
No - The principal is liable if the
act was within the agent's
apparent authority.
No - An undisclosed principal
is liable to third parties.
No - A person for whom work is
being performed is liable
for torts of the indepen
dent contractor.
Yes - No person is liable on an

instrument lacking that
person's signature. (UCC:
3-401)
32. a. No - Digital has no such obliga
tion.
b. Yes - This is what it stands to
lose if the property is de
stroyed.
c. No - Franklin will suffer a loss if
the property is destroyed.
d. No - The insurable interest in
property must exist at the
time of the loss.
33. a. No - The Uniform Commercial
Code permits additional
terms in an acceptance.
b. No - The offer expressly limits
acceptance to all or none.
c. No - The acceptance is effective
when sent.
d. Yes - There is a counteroffer
when acceptance is ex
pressly made conditional
on assent to additional
terms. (UCC: 2-207.)
34. a. No - Express and implied war
ranties are construed as
consistent with each other
and cumulative.
b. Yes - • Statute of frauds provi
sions do not apply to a
sales contract under $500.
c. No ■ ■ When words creating an
express warranty and
words negating warranty
cannot be construed as
consistent with each other,
the negation is inopera
tive.
d. No ■ The Uniform Commercial
Code requires specific
words to disclaim the im
plied warranty of mer
chantability. (UCC: 2-316)
35. a. No ■ ■ The laws are not uniform,
although the insurance
policies are practically uni
form.
b. No - Every state has a work
men's compensation law.
c. Yes - The party at fault is not
immune from liability.
d. No - Injuries in other states are
generally covered when
either the employee's resi
dence or the employer's
place of business is within
the state.
36 . a. No - The assignment does not
relieve Super of its duty
and liability. Barron can
demand assurances from
Chubb without prejudice
to its rights against Super.
b. Yes - It is an assignment of
rights and a delegation of

37.

38.

39.

40.

performance of duties.
c. No - The acceptance by Chubb
constitutes a promise by
Chubb to perform the
duties.
d. No - Barron's duty to supply
dynamite is not materially
changed by the assign
ment. (UCC: 2-210)
a. No - The delegation of duty was
proper, since Super had no
substantial interest in hav
ing Barron perform.
b. No - Super's duty to purchase
the dynamite is not mate
rially altered.
c. Yes - The delegation does not re
lieve Barron of liability for
breach.
d. No - Demerest's promise to per
form is enforceable by
either Barron or Super.
(UCC: 2-210)
a. No - The Uniform Commercial
Code provides that mod
ification of a sales contract
is binding without consid
eration.
b. Yes - The amount of the contract
as modified is less than
$500.
c. No - The modification need not
be in writing.
d. No - If the amount of the con
tract as modified had been
$500 or more, Eagle's at
tempt at modification
would be a waiver that
could be retracted. Here,
the modification is bind
ing. (UCC: 209)
a. No - A signed writing is re
quired.
b. Yes - The requirements are
satisfied.
c. No - The writing does not give
assurance that it will be
held open.
d. No - There is no exception to
the requirement of a
signed writing. (UCC:
2-205)
a. Yes - Marvin's contract was with
Excellent Auto.
b. No - As a merchant, Excellent
Auto is liable for breach of
the implied warranty of
merchantability.
c. No - But the courts or legisla
tures of many states have
abolished or modified the
privity requirement.
d. No - Marvin may recover for
personal injury as conse
quential damages for

41. a.

b.

c.

d.

42. a.

b.

c.
d.

43. a.
b.

c.

43. d.

44. a.

b.

c.

d.

breach of warranty. (UCC:
2-314, 2-714)
No - Acceptance will create a
sales contract which is not
too indefinite, even
though terms are left out, if
the parties have intended
to make a contract.
No - Acceptance can take effect
either by a prompt prom
ise to ship or by prompt
shipment.
No - The words "ship at once"
show intent to make an of
fer.
Yes - The Statute of Frauds re
quirements are satisfied.
(UCC: 2-204, 2-206, 2-201)
No - Where the security interest
is perfected by possession,
neither a signed security
agreement nor a financing
statement is necessary.
No - Nothing need be filed
when the secured party
has possession of the col
lateral.
Yes - It has possession.
No - Nothing need be filed.
Also, Carter's signature
would not be needed on a
security agreement except
on a copy being filed as a
financing
statement.
(UCC: 9-203, 9-305, 9-402)
Yes - It stated that it could not
perform.
No - Colonial may choose to
cover or to await perfor
mance for a reasonable
time.
No - The measure of damages is
the difference between
market price when Colo
nial learned of the breach
and the contract price, plus
incidental or consequen
tial damages.
No - Impossibility of perfor
mance is not a valid de
fense under these facts.
(UCC: 2-610, 2-713)
No - An employer is liable even
when the injury resulted
from the employee's own
negligence.
No - An employer who elects
not to be covered takes the
chance of being sued in
court.
Yes - Such defenses have been
abolished by the work
men's compensation laws.
No - Self-employed persons can
take tax deductions for
contributions to formal

45. a. Yes b. No c. No -

d. No -

46. a. No -

b. Yes -

c. No d. No -

47. a. No -

b. No -

c. Yes -

d. No -

48. a. No -

b. No •

c. Yes

d. No -

pension plans for them
selves and employees.
(IRC: 401)
Case holds them for sale.
They are not for use in
Case's business.
The Code definition of in
ventory includes raw
materials.
They are inventory if held
for sales to customers.
(UCC: 9-109)
It specifically includes all
inventory of Draper.
It reasonably identifies
what is described.
Perfection requires no
more specific description.
The security agreement
may provide for a security
interest in after-acquired
property, as permitted by
the Uniform Commercial
Code. (UCC: 9-110, 9-204)
There was no security in
terest before Dixie signed
the security agreement.
It is a financing statement
that is filed, although a
copy of the security
agreement containing the
necessary information is
sufficient as a financing
statement.
Since the filing preceded
the agreement, the securi
ty interest was perfected
when it attached.
A security interest cannot
attach until (1) there is an
agreement, (2) value is
given, and (3) the debtor
has rights in the collaterial.
It attached on May 5, when
all the above events had
taken place. (UCC: 9-204,
9-402, 9-303)
After a series of defeats in
the courts, the IRS con
ceded that professional
corporations are to be
treated as corporations for
tax purposes.
Partners are covered as
self-employed persons.
There is no exemption for
professional firms.
Except for some state
exemptions for charitable
institutions, and employ
ers of casual workers or
less than a minimum
number of employees, all
employers are subject to
these laws. (IRC: 1402)
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Reviews
Writings in Accounting

Dr. Marie E. Dubke, CPA
Memphis State University
Memphis, Tennessee

“GET READY FOR PRICE-LEVELADJUSTED
ACCOUNTING,"
Richard F. Vancil and James N. Kel
ly, HARVARD BUSINESS REVIEW,
Vol. 53, No. 2, March-April 1975.

their own actions over the next several
months.
One very interesting observation is
made concerning the switch from FIFO to
LIFO. Companies that expect inflation to
continue should and are switching from
FIFO to LIFO causing a reduction in earn
ings. Many others are hesitant to change
because of the problems of educating
stockholders and the fact that executive
bonus programs are often tied to profits.
However, in the simulation model, prof
its were higher under the LIFO method
when statements used the PLA format,
growing at an annual rate of 7.7% as com
pared with 3% using FIFO.
The authors conclude by confessing to
be undecided on the merits of PLA ac
counting solely on the basis of the simula
tion model and suggest that managers
should conduct their own tests using a
variety of possible actions.

Last January the Financial Accounting
Standards Board issued an exposure draft
on a new standard that would require the
effects of price-level changes to be shown
in financial statements.
It is the opinion of Vancil and Kelly that
price-level adjusted (PLA) accounting
will probably be adopted by the FASB
effective January 1, 1976, and the stated
purpose of their article is “to help corpo
rations learn to handle reporting of PLA
financial data before it becomes manda Michael A. Irwin
tory."
Graduate Student
The authors point out that PLA proce Memphis State University
dures are theoretically complex and will
involve recalculation and restatement of “A CHANGE IN THE CONTENT OF
all existing accounts; however, predicting ANNUAL REPORTS," James J. Ben
the implications of PLA accounting is not jamin and Robert H. Strawser,
impossible. Vancil and Kelly have con MANAGERIAL
PLANNING,
structed an inflation simulation model March/April 1975.
that generates pro forma statements in
both conventional and PLA formats for a The article begins by acknowledging that
five-year period. The model showed that the accounting profession is under pres
while sales grew 70% over the five years sure to include forecasted information in
using conventional statements, the published financial reports. The True
growth rate under the PLA format was blood Committee took a favorable posi
only 3%. Similarly profits grew at a com tion on the presentation of forecasted data
pound rate of 18.9% per year using con and the Securities and Exchange Com
ventional statements and only 3% using mission has become increasingly in
the PLA format, approximating the terested in the possibility of including
growth in sales.
forecasts in the published financial
Vancil and Kelly feel that PLA financial statements.
statements should be mandatory if they
The authors polled two hundred and
provide a truer measure of the effective fifty controllers of the 500 largest U.S. in
ness of management actions and suggest dustrial firms and two hundred members
that corporate executives should attempt of the National Association of Accoun
to evaluate the proposed standard in tants to determine their opinions on (1)
terms of measuring the effectiveness of the need for including forecasted infor
26 / The Woman CPA

mation in financial statements, (2) the
form of such presentations and (3) the
need to extend the attest function to pro
jections of financial data. A creditable
34.9% usable responses were received.
The majority of those responding agree
that there is a need for presentation of
forecasted data. The primary reason given
is that such data will improve the user's
insight into management's plans and ex
pectations. Others felt it will stimulate
management to improve its budgeting
and planning activities and tend to reduce
the number of items which are antici
pated by management, but are surprises
to outsiders. The main problems foreseen
in such presentations are the user's ability
to understand their implications and pos
sible investor dissatisfaction when actual
performance is worse than that
forecasted.
Most of those surveyed agree that
forecasted data can be quantified and
summarized in financial statements. It is
generally agreed that the projections
should include information pertaining to
general financial goals, but should not in
clude such specific data as forecasted
earnings per share. The income statement
is most favored as the proper place for
forecast presentation.
While many respondents believe that
auditors will eventually be required to at
test to financial forecasts, a clear majority
are against such attestation. Most indicate
that the lack of standards, the doubtful
ness of professional capability, the in
creased exposure to legal liability and the
incompatibility of the external auditor's
role are major obstacles to be resolved be
fore the auditor can be required to attest
to forecasted statements.
The authors provide a pragmatic view
of many of the problems associated with
the presentation of forecasted financial
statements.
Robert L. Ross
Graduate Student
Memphis State University

Editor's Notes
Voluntary Associations:
Who’s Going To Do The Work?
In any voluntary association, such as The
Woman CPA, our two sponsoring
societies ASWA and AWSCPA, or The
Educational Foundation of AWSCPAASWA, the major question is: who is
going to do what work? Generally speak
ing the routine, non-decision making
functions are delegated to a paid business
office. Such is the case with ASWA,
AWSCPA, and The Woman CPA. But that
still leaves a lot of work that must be done
by unpaid volunteers, and getting the
right person to assume responsibility for
any job presents many problems. If you,
have ever wondered why you have (or
have not) been elected president of an as
sociation, read on.
Let's explore some of the signposts, and
some of the barricades, on the path to
office. And, to make the discussion more
relevant, we'll use our own organizations
to illustrate Generally Accepted Electing
and Appointing Principles. We have di
vided these Principles into Organiza
tional Requirements and Personal Qual
ifications. The former are set up by the
association either formally in the by-laws
or informally through policy or tradition;
the latter are considered by nominating
committees and appointing officers.

Organizational Requirements
Problem No. 1 of all voluntary associa
tions is how to find the people to do the
work. Since the First Law of Voluntary
Associations states that in each group of
volunteers there is at least one person who
falls down on the job, and since this Law
has universal applicability, staffing is
complicated by the problem of firing the
volunteer who performs improperly, tar
dily, or not at all.

By-Law Provisions
The aim of the by-law sections regulating
the election and appointment of people
with organizational responsibilities is to
minimize the effects of the First Law in
two ways: (1) by stipulating conditions
prerequisite to the assumption of respon
sibility, and (2) by providing means of
taking these responsibilities away when
people do not fulfill them.
Prior service is normally a primary con
dition for office and the more responsible
the position, the stricter is this condition.
Ascending status implies past ac
complishment in committee chairs and
lesser offices. The assumption underlying
the prior-service condition is, of course,
that the qualifications of potential office
holders become known before they reach
highly sensitive positions.
Even though great care is usually exer
cised in filling responsible positions, or
ganizations sometimes must face the deli
cate task of replacement. In the most be
nevolent case the inept office holder abdi
cates in apprehension of a possible fiasco.
But if the departure is not voluntary, none
of the alternatives is pleasant. Resigna
tion may be requested, with mutual em
barrassment. Blunt dismissal risks sow
ing the seeds of schism within an organi
zation. Therefore the dilemma is fre
quently left to the expiration of the term of
office, which may bring a solution and
may just as likely effect an erosion. Good
by-laws anticipate this problem and pro
vide for short terms of office.
Even though by-laws generally permit
re-election or re-appointment for several
consecutive terms of office, it is prudent
to limit those consecutive terms. A group
is also wise if it develops different paths
leading to sensitive positions. If a local
ASWA chapter, for instance, has one vice
president and this vice president is invar
iably nominated for president after one
year, the group will find it very difficult to

set tradition aside if a vice president has
shown that she should not be chapter
president.
The solution to this problem is to have
two or three positions at the second level.
This is what both ASWA and AWSCPA
have done at the national level by provid
ing for three vice presidents.
On The Woman CPA we have not been
able to develop different paths to the
editorship; instead the Editor has, as long
as anybody can remember, served first as
Associate Editor. In our case this is a logi
cal progression, because the associate
editorship is a natural training ground for
the editorship.

Geographical Balance
Since by-law provisions are rigid and take
time to amend, many organizational
policies are never incorporated into them.
Nevertheless, in filling positions, adher
ence to such policies is usually just as im
portant as is adherence to the by-laws.
And a very important organizational pol
icy is a geographical balance among the
officers.
Most associations acknowledge the
political wisdom of selecting officers to
represent, over time, all of the areas where
its members are located. For a local ASWA
chapter this usually means that the offi
cers should represent both the city and the
suburbs, if a chapter draws its member
ship from a metropolitan area.
For the national boards of ASWA,
AWSCPA, and the Foundation, as well as
for the editorial staff of The Woman CPA,
this means that all of the 50 states should
be represented over a number of years.
For the national nominating commit
tees of ASWA and AWSCPA this policy
must present problems. They must make
sure that each year's board and successive
presidents represent all parts of the coun
try. In fact, if one looks at the home states
of five successive presidents (California,
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Massachusetts, Arizona, Alabama, and
Michigan), one can't help but think that
ASWA has a policy requiring a president
from the west to be followed by one from
the east, and one from the south to be
succeeded by one from the north.
AWSCPA policy seems to be a little more
flexible but here, too, the presidency
moves all over the country.
On The Woman CPA we also try to
achieve geographical balance; but techni
cal expertise is of such critical importance
on our Editorial Staff, that geographical
balance must be sacrificed.

about 5% of the AICPA membership; it
can therefore be argued — though
scarcely predicted — that the presidency
should pass to a woman every twenty
years or so.
Our two societies are more adaptable in
dealing with emerging differences among
the members. In the past ten years, for
instance, the membership of both organi
zations has increased dramatically with
most of the increase being in younger
members. As a result, more and more
young women are being elected and ap
pointed to responsible positions — a sure
sign that a policy of balance in age dis
tribution is emerging.

Occupational Balance
If an association's members are in differ
ent occupations, it is wise to set up a pol Technical Expertise
icy requiring occupational balance among Many volunteer jobs do not require
the officers. Because the members of specific technical knowledge, but some of
ASWA and AWSCPA follow a variety of them do. Any accountant who has joined
career paths, the officers of the societies a non-accounting association has had the
should represent all accounting speciali experience of hearing a loud sigh of relief
zations. If, for instance, the national offi from the other members because now
cers of AWSCPA were all in public ac there was a person who could be elected
counting, the members in industry, gov treasurer. (And, unfortunately, many
ernment, and academia would feel dis women have had the experience of join
criminated against—and rightly so. The ing a predominantly male association and
same is true for ASWA officers. Both on hearing that sigh of relief because now
the local and national level all accounting there was a person who could be elected
occupations of the membership should be secretary.)
represented over a period of time so that
In ASWA and AWSCPA we have no
the society can function for the good of all trouble finding people qualified for the
its members.
treasurer's position. But when it comes to
On The Woman CPA this is the policy picking the secretary, the editor of the
we are most guilty of violating—and we newsletter, or the chairperson of the pub
admit it. We really do have an over licity committee, then some special exper
representation of academic accountants, tise is desirable. The secretary must, for
but again technical expertise is our most instance, be able to sort the wheat from
the chaff in a meeting and present a con
important consideration.
cise summary of arguments presented
and decisions reached. The editor of the
Balance in Other Areas
In addition to policies requiring geo newsletter must be able to organize and
graphical and occupational balance in present a variety of material — and do it in
decision-making positions, an associa correct English. And the person in charge
tion should also develop policies for of publicity should know how to write
achieving balance in other areas in which press releases and get them printed in the
important differences exist among its newspapers.
The staff of The Woman CPA must, un
members. Professional associations in the
United States have graduated beyond the derstandably, have some very special ta
clash of religious ideologies that still lents: a thorough knowledge of English
causes bloodshed in some parts of the grammar, spelling, punctuation, etc.; the
world. Less civilized, however, is the im ability to read manuscripts critically and
objectively; and an up-to-date knowledge
balance of race and sex.
At present both ASWA and AWSCPA of accounting matters. Because these
have very few members from minority qualifications are so critical, other con
ethnic or racial groups, but as these mem straints, like geographical and occupa
bers increase a policy regarding ethnic tional balance, must give way.
and racial balance will undoubtedly be
In addition the Department Editors
developed. Sexual balance is not (yet) an must be experts in their area of account
issue in our two societies; it is, however, ing, must be able to research problems,
becoming an issue in other accounting must know how to write a technical arti
associations where women have been cle, and must have the time to do it. Since
underrepresented in the decision-making research and writing are very time
positions. For instance, women constitute consuming, we look for people who can
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do, during working hours, some of the
work required for their columns. That is,
for instance, the reason the Editor of
Theory and Practice has always been in
public accounting, and specifically in a
position where she had to be familiar with
APB Opinions, FASB Statements, SEC
Regulations, etc. In this manner she ac
quires most of the knowledge necessary
for this column during working hours and
gives up less of her private life to write for
The Woman CPA. The Editor of the Tax
Forum has, for obvious reasons, always
worked in the tax area, and the Editor of
the Education Department has always
been an accounting professor.
That still requires us to explain the pre
ponderance of accounting professors in
the other Departments. The reason is
simple: virtually everybody in academia
is under pressure to "publish or perish."
Therefore academic accountants are al
ready motivated to do research and write.
So by appointing an accounting professor
as Department Editor we kill two birds
with one stone: The Woman CPA has
somebody to write for it regularly, and the
professor has a chance to publish regu
larly.

Time Requirements
Because lack of money is a major problem
of voluntary associations, a lot of work
must be done by volunteers. The critical
questions here are: what work can and
should be done by a paid staff, and what
work can and must be done by volunteers.
The answers depend on the nature of the
work (routine or decision-making), on the
amount of time required to do it, and on
the financial resources of the association.
The total work to be done by volunteers
should be done by as many members as
possible for two reasons: if the demands
on a member's time are small, he or she
will be better able to carry out the as
signed tasks; and if a lot of members are
involved in the association's work, in
cluding the decision-making, the associa
tion's goals and purposes will better re
flect the members' desires.
Even in the best-managed associations,
however, there will be some positions
which require more time than can reason
ably be expected from a volunteer who
already has a full-time job. Good exam
ples are the national presidents of ASWA
and AWSCPA. In these cases the associa
tion should provide money for paid assis
tance, such as secretarial services, for the
people in these positions.
In spite of all the attempts made to
minimize and equalize time require
ments, different offices and assignments in
an association require different amounts

of the volunteer's time. In addition, some
of them require that time on the associa
tion's work be spent at specific times of
the month or year. The part of the work
which must be done on specific days is
quite often the more restrictive time re
quirement. As a general rule, the more
responsible the office, the higher the total
and the more inflexible the specific time
requirement.
This can easily be seen on the local
ASWA chapter level. All board members
are expected to free up time for their as
signed work and to attend chapter and
board meetings. But whereas an occa
sional absence by a board member is tol
erable, the same is not true for the presi
dent and vice president(s). This can mean
that some well qualified members are pre
cluded from office, at least temporarily,
by continuing education programs or
other professional commitments, such as
travel assignments or monthly statement
preparation.
The same two time requirements apply
to national officers of ASWA and
AWSCPA. They are expected to devote a
certain amount of time to their volunteer
work. Beyond that they are committed to
attend national meetings and to arrange
their lives in such a way that they can do
so.
For The Woman CPA staff the time re
quirements are hedged in by deadlines,
the most important of which is the pub
lishing schedule. Under the present ar
rangement the editorial matter must be at
the printer's 45 days before the publica
tion date. (The publication date is the first
day of the month of issue or October 1 for
this issue.) This means that everybody
goes into high gear in the days before the
deadline to the printer: the Editorial
Board Members are busy reviewing man
uscripts that are "in the pipeline;" the
Department Editors put in overtime
finishing up their columns; the Associate
Editor spends her evenings and
weekends directing the manuscript traffic
to and from Editorial Board Members; and
the Editor loses sleep matching major arti
cles, departments, advertisements, and
pictures with the exactly 32 pages plus
cover of each issue.
After the deadline to the printer has
been successfully passed, everybody re
laxes except the Editor who has one more
deadline to face when she must approve
the design and layout of the next issue and
make any necessary changes. Due to the
Law of the Innate Perversity of Inanimate
Objects an article usually ends just three
1 ines after the end of a page; a table gener
ally starts at the bottom of one page and
ends on the top of the next page; and the

editorial matter of an issue exceeds the 32
pages of that issue by exactly half a col
umn.
The publishing schedule of The Woman
CPA demands from the people on the
editorial staff the ability and the willing
ness to rearrange their working lives and
their private lives. For an editor who
teaches accounting, as the current one
does, this means that she builds the exam
schedule for her classes around the dead
lines for The Woman CPA. For an editor
involved with tax returns, audit comple
tion, or financial statement preparation
the coincidence of professional and print
er's deadlines can be devastating.

Personal Qualifications
In addition to satisfying the organiza
tional requirements set out above, the
prospective office holder must also
exhibit some very specific personal qual
ifications.

Dependability
Due to the general applicability of the
First Law of Voluntary Associations,
namely, that at least one person will al
ways fall down on the job, nominating
committees and appointing officers usu
ally obey the Second Law of Voluntary
Associations: Pick somebody who has
proven to be dependable through prior
volunteer work. This means, of course,
that it is difficult to get that first commit
tee assignment or that first elective office.
The best way to overcome that barrier is
to attend meetings regularly, to partici
pate actively in the meetings, and to offer
to do some of the "dirty work." Especially
effective is the suggestion of a new proj
ect, coupled with the offer to do the re
lated research and groundwork. And if
the idea includes some fund raising pos
sibilities, the self-appointed promoter
will attract enthusiastic support. If initia
tive is followed by dependability,
nominators and appointors will start to
queue up.

Adaptability
To be an effective participant in any group
a person must be able — and willing — to
adapt to the personalities of others in the
group. The program chairperson must
place the interests of the group ahead of
personal preferences and the person in
charge of meeting facilities must consider
the convenience and financial abilities of
the majority.
It is worth noting, too, that an aspirant
to office will incur some financial drain.
Chapter dinner functions cost money,
and if ambition or interest extends to na
tional office the dollar outlay for national
meetings may be substantial.

Visibility
In a voluntary association visibility is just
as important as it is in politics. Prospec
tive office holders must see, and be seen
by, as many members as possible. There
fore it does little good to attend meetings
and sit with friends; in order to become
visible, one must mingle and wear a name
tag. Since these tags are only visible for a
few feet, introduce yourself when you get
up in a meeting to ask a question, make a
motion, or discuss a problem. Introduce
yourself even if everybody at the head
table knows you, because there are always
some people in the audience who don't
know you — and they may be the very
people who will serve on nominating
committees or make appointments.
In addition to being visible, prospec
tive office holders must also make sure
that their special interests and qualifica
tions are known to the members. As we
said previously, if you join a non
accountingassociation, you have an excel
lent chance of being elected treasurer —
but only if it is know that you are an ac
countant. If you can write and are in
terested in editing the local or national
newsletters or serving on the Editorial
Staff of The Woman CPA, you should
submit manuscripts to these publica
tions.

Conclusion
In the preceding discussion of Generally
Accepted Electing and Appointing Prin
ciples we have tried to explain who gets
elected and appointed to responsible po
sitions in a voluntary association and
why. If you have wondered why you have
been elected president, you should now
know the answer. If you have wondered
why you have not been elected president,
you should also know the answer: either
you didn't meet the organizational re
quirements or the personal qualifications,
or else your association is ignoring
GAEAPs.
If you were bypassed for the first
reason, make sure you are qualified and
then let everybody know it. If it was for
the latter reason, you have three choices:
do nothing; exhaust yourself and lose
friends trying to change the group; or re
sign and join or form a rival group. After
all, if the accounting associations of the
1930s had prepared their slates of officers
in accordance with Generally Accepted
Electing and Appointing Principles, our
founders would have been busy filling
responsible positions in those organiza
tions and would not have had the time or
the inclination to found AWSCPA and
ASWA.
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The FASB and the Currency
Translation Bungle
(Continued from page 6)
earnings or incur expenses will occur in
the future and will be reflected on parent
company records at translation rates exist
ing then rather than at rates pertinent to
the date when the asset was acquired.
Surely the accounting profession must
recognize that to the best of our ability a
fixed asset should reflect its future earn
ingcapacity. This is the foundation for the
use of historical cost which implies that
purchasers are willing to acquire an asset
at a particular price because they believe
its future earnings will justify the outlay.
By using the proposed temporal transla
tion method for fixed assets the FASB ig
nores the going-concern principle, one of
the basic tenets of our profession. For the
Board implies that these assets are readily
convertible into currency by the parent
company at their original cost, less depre
ciation. In reality, the going concern has
no intention of repatriating these assets
but rather intends that they continue to
produce in the country of their locus.
Unfortunately, the temporal method is
founded on the premise that GAAP is sa
cred and inviolable, a concept very far
from the truth. The defense of the tem-

University of
Colorado
at Colorado
Springs
University of Colorado at Col
orado Springs seeks new assistant
professor, or possible associate, in
Financial Accounting. Requires
doctoral degree or one year to
completion. C.P.A., business, re
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ified minority and female candi
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the University of Colorado system
located in exceptionally fine
community. AACSB-accredited
college offers BSBA and MBA.
Send resume to Dr. Kirk Wilcox,
College of Business, University of
Colorado at Colorado Springs,
Colorado Springs, Colorado
80907.
Equal Opportunity Employer.

30 / The Woman CPA

poral method (par. 97-100) clearly exposes
it as an accommodation to whatever cur
rent or future changes might occur in
GAAP. But this timid approach does not
generate a realistic means of reflecting
relevant information.
We have somewhere along the way lost
sight of the basic fact that a capital in
vestment is not intended to be converted
back into cash, regardless of the currency
of the country in which it happens to be
located. What will be realized in cash is
the earnings generated by that invest
ment over its useful life. Therefore, trans
lation at an historical rate for fixed assets
serves no useful purpose. In fact, itcreates
an illusion of value and, rather than being
a conservative practice, overstates the as
set's value when the foreign currency is
devalued. In the above illustration, if the
property had ceased to earn £ 10,000 per
year, that would have been cause to reflect
a reduction in annual earnings. But since
the income remained as projected, the ex
change loss should have been reported.
The retention of historical value as a prin
ciple is applicable only so long as that
historical value is expressed in the cur
rency in which the asset is generating in
come. A discussion of this same principle
where the foreign currency is revalued
upward against the dollar is illustrated by
Dr. Lee J. Seidler in his excellent article,
"An Income Approach to the Translation
of Foreign Currency Financial State
ments," (The CPA Journal, January 1972,
pp. 26-35).
The measure of a skilled, independent
operator is the ability to exercise judg
ment. Even plumbers are permitted dis
cretionary latitude in the exercise of their
calling. Why then do we seek to deny pro
fessional accountants the right to exercise
judgment which might be required under
the situational approach? The publication
of concise guidelines should provide suf
ficient control to assure the use of relevant
translation procedures.
The objective of the FASB should not be
to distort reality so that it will conform
with GAAPs, but rather to adjust GAAPs
so that they produce results more reflec
tive of reality. For at the present time
GAAPs are very suspect ensigns. They are
not recognized as legally binding by the
judiciary nor are their results respected by
those who analyze our work. Let us rec
ognize them for what they are — a collec
tion of conventions and compromises —
the very shaky foundation of a much
criticized process of reporting. If we
would improve our image and the confi
dence of our clientele in the strength of
our profession then GAAP must be im
proved.

Financial Statements
(Continued from page 10)

method of classification of assets that re
duced 1974 depreciation by $97 million,
this represented 13% of the total charge
for the period and approximately 10% of
net income.
Tax Provision on Undistributed Earnings
of Subsidiaries. Different policies for hand
ling undistributed subsidiary earnings
were reported. AM states that income
taxes have not been provided on approx
imately $20 million of earnings perma
nently reinvested. Chrysler made almost
the identical statement relative to $550
million subsidiary earnings. Ford makes
provision for taxes payable on portion of
retained earnings expected to be remitted
as dividends, but states that no tax provi
sion has been made for $1,225 million
reinvested. GM makes provision for de
ferred taxes on unremitted earnings of
foreign operations.
Other differences. Only AM treats the
investment tax credit as a reduction of tax
expense in the period the credit arises;
others amortize over the life of the related
asset. All reports are silent on the policies
related to product recall. Ford has a foot
note labeled Litigation and Claims which
states in part "Various legal actions, . . .
claims . . . class actions . . . are pending . ..
which, if granted would require very
large expenditures. ... In the opinion of
counsel for the Company, any resulting
liability will not materially affect the con
solidated financial position of the com
pany." GM's section on Contingent
Liabilities reads in part "There are various
claims and pending actions . . . arising out
of the conduct of the business. The
amounts of the claims and actions . . .
were not determinable but, in the opinion
of the management, the ultimate results
will not materially affect the consolidated
statements . . Note that the GM footnote
is based on the opinion of management.
One wonders what the opinion of counsel
was. Neither Chrysler nor AM mention
any ligation or contingent liabilities.
Conclusion. The four financial state
ments are by no means comparable. Nor
is sufficient information given to enable
the reader to reconstruct the statements so
that they could be compared with any de
gree of confidence. An exercise such as
this further convinces me that additional
rulings by professional accounting bodies
merely make statements more confusing.
Hopefully, some of the current FASB projects will eliminate some of the myriad of
choices now available that enable man
agements to "manage income" by the
choice of methods acceptable as GAAP.

Write-up Service
(Continued from page 4)

is successful from an economical
standpoint. By the natures of the services
rendered and the size of the client firms, it
is improbable that the billings will be
comparable to those charged for tax, au
diting or management services. Fees must
be in line with service performed and
within a range that the small client can
afford to pay.
CPAs have always tried to place the
work at the highest level of competency.
These services, to be economically feasi
ble, must be placed at the lowest level of
competency in the profession. An effi
cient, intelligent bookkeeper is a neces
sary factor in a write-up service practice.
A factor that makes write-up services
more than bookkeeping services is the
computer. Because the computer has the
effect of many bookkeepers, the CPA has
the challenge of designing a system that
produces detailed financial data that
heretofore were available only to large
business firms.
Now, with the availability of the com
puter and the well-supervised services of
a competent bookkeeper, CPAs can offer
the business community a much needed
professional service within an acceptable
fee range.
An efficient procedure is for the CPA to
design a system tailored to the individual
client, be it simple or sophisticated, using
the proper terminology associated with
this business. Working from a custom
chart of accounts, the bookkeeper does
the routine work of reconciling bank
statements and coding the computer
input data from the original source docu
ments as well as all payroll tax returns.
The coding is the most important phase of
the write-up work. It is much easier and
less expensive to correct an error before it
is put into the computer than after the
print-out, whether the work is on an in
house computer or with a service bureau.
When the financial statements and gen
eral ledger are prepared, they are
thoroughly reviewed by the CPA for accu
racy and proper disclosure.
What has been accomplished? The
owners of small businesses can receive
the same kind of information to help them
grow that the large business firms have
available to them, at a cost which is con
siderably less than that of a full-time qual
ified accountant, i.e. a minimal charge for
the CPA and computer, not because the
standard billing rates have been cut but
because the time spent is less, and a great
er charge for the bookkeeper at lower, but
still profitable, billing rates.

If the client's needs are such that infor Legal Developments
mation in great detail is not required, a (Continued from page 13)
one time write-up, or pegboard, system
may be considered. The books of original termining enforcement priorities of the
entry are written in the client's office by Department.
Based upon the evidence of systemic
client personnel which further reduces
costs.
noncompliance, the Department will first
Both the computer and pegboard sys endeavor to obtain voluntary compliance.
tems are flexible enough to allow the CPA If this attempt is unsuccessful, the De
to tailor the accounting records to the in partment can then begin administrative
dividual need of the client making this an proceedings to terminate Federal assis
accounting service rather than a book tance until the discrimination ceases, or it
may turn the matter over to the Justice
keeping service.
Department for court proceedings. (Un
Conclusion
der the latter procedure, the school's Fed
Some may wonder why a CPA firm would eral funds are not jeopardized until the
want to develop a practice of write-up case is decided.)
services. It almost seems like a step back
Conclusion
wards. This is not so.
First, the "small clients" have never This short discussion has barely touched
been defined. They are not necessarily the upon the major provisions of the Title IX
corner grocers. They can be foreign steel Regulations. As with almost any set of
distributors, medical clinics, furniture regulations, these are wieldy and difficult
stores, real estate developers and any to follow. The excesses of the past have
number of other industries and profes resulted in some rather strict regulations
but hopefully the spirit of the law will
sions that are most interesting.
Second, their professional require dominate and women will have a truly
ments are usually the same as those of the equal opportunity for an equal education.
larger business firm, except on a smaller
scale. The CPA, therefore, has the oppor Footnotes
1"Nondiscrimination on Basis of Sex," De
tunity of growing with the client and at
partment of Health, Education, and Welfare,
the same time building a rare kind of Federal
Register, Volume 40, no. 108, June 4,
goodwill that exists only in this kind of a 1975.
practice.
2The NCAA position appears to be some
And third, a write-up service practice what inconsistent. While they want the law to
generates a steady income which creates a be amended to allow revenue-producing sports
nucleus from which audit, tax and man to retain all those revenues for those sports,
they staunchly maintain that football and bas
agement service practices can develop on ketball actually support other sports: "You
a selective basis.
can't treat the revenue and non-revenue sports
There are some pitfalls that the CPA the same," John Fuzak, NAA President, said.
must be aware of. If there is any potential "In many intercollegiate programs both men's
women's sports are largely or totally sup
of the client being governed by SEC rules, and
ported by earned income from, and contribu
the CPA firm might find itself in a posi tions to, football and basketball." If these two
tion of not being able to render an opinion sports do, in fact, support other sports, why is
on the financial statements because of a the NCAA seeking an amendment which
lack of independence. Of course, the CPA would insure that the money is spent only on
football and basketball?
does not want to be in this position.
Furthermore, the NCAA's own figures show
If a retainer is agreed upon, the CPA that "fewer than one-fifth of its own member
might be trapped in a situation where the colleges clear more than expenses in one
client is growing: the work has increased, sport." (This is including only 700 schools with
big time sports, not the 2,000 smaller schools
but the fee has not.
where sports are even less likely to turn a prof
Then, there are the annoyances of con it.) And, as any Woman CPA reader knows, it is
stant interruptions for seemingly unim the profit, not the revenues which must be
portant matters that are inherent in a considered in this sort of analysis.
Quotes are from A-P Report, printed by the
write-up service practice.
Seattle Post Intelligencer, Tuesday, July 23,1975,
If the CPA has developed a write-up p. c-2 and Newhouse News Service, printed by
service practice by acquiring one account the Seattle Times, July 27, 1975, p. g-1.
at a time, he or she has encountered the
3Education Amendments of 1972, Title IX,
problems gradually and resolved them. Government Printing Office, Washington,
But, if the CPA intends to acquire an es D.C., 1972.
4Taken from Final Title IX Regulation Imple
tablished write-up service practice, all of
menting Education Amendments of 1972 Prohibit
the advantages and disadvantages should ing Sex Discrimination in Education, U.S. De
be weighed before the final decision is partment of Health, Education and Welfare/
made, because the practice is only as suc Office for Civil Rights, Washington, D.C. 1975.
cessful as the CPA makes it.
5op. cit., p. 5.
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